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Head Office

The Australian Gas Light Compary

72 Christie Street

St Legnards NSW 2065
Tekephone 02 9921 299%
Faesirmle 02 9921 2552

Energy Networks

72 Christia Street

St Leanards NSW 2065
Telephane 02 9921 2999
Facsemite 02 9921 2751

Merchant Energy
Sydney

72 Christee Street

St Leanards NSW 2065
Telephore 02 9921 2999
Facsmie G2 992" 2477

Metboume

Level 22,120 Spencer Sreet
Me'bourne VIC 3000
Telephone 03 B633 6000
Fatsme 03 B633 6002
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Retail Energy

Sydney

72 Christe Street

St Leonards NSW 2085
Telephone 07 5921 2999
Facsimie 02 4§21 2477

Adelaide

AGL Cenrre

2206 Greenhill Rosd
Eastwond 5A 5063
Telephone 1300 137245
Facsimile 1800 654337

Canberra

Level 4. ActewAGL House
221 tondon Circut
Canberra City ACT 2601
Tedephone 02 6243 0900
Facamle 02 62430916

Melboume

Level 22, 120 Spercer Street
Melbcurne VIC 3002
*etaphone 03 8633 6000
Facsmde 03 B633 6002
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Agility

Sydney

72 Christie Street

S5t Leonards NSW 2065
Telephone 02 3921 2999
Facsamile 02 3627 2181
Brisbane

Level 2, 96 Mount
Gravatt-Capalaba Road

Upper Mount Gravatt QLY 4122

Telephane 07 3323 6000
Facumile 07 3323 68010

Canberra

189 Gladsrone Strest
Fyshanck ACT 2609
Telephane 02 6295 6444
Facsmvle 02 6239 23B8

Launceston

23 Tamar S*reat
Launcesten TAS 7250
Teleorone Q3 G33° 7413
Facsimle 03 633° 8436

Melbourne

Level 2, 333 Coling Street
Melbeurne VIC 30G0
Telephone 03 9201 7000
Facsimile 03 96291878

Perth
Level B, Australia Place
15-17 wwnlliam Street

Perlh WA £000
Telephone 08 3422 41100
Facaimle OB 9322 3601

Chile

Vifia del Mar

AGL Chile Gperations

Caming Internacional 14 20
Refaco Alto

Vifia del Mar

Telephane 0011 56 32 277000
Facsmie CO15 56 32 277050
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chairman & managing director’s report,

cantinued

Moranbah is strategically located
in the Townsville to Gladstone
industrial corridor in Queensland
and gives AGL options for
providing competitively priced
energy to new customers
following the opening of the
Queensland energy market

to competition in 2007.

Fallowing a lack of sufficient
committed foundation foad and
escalating construction costs,

a decision was taken by AGL

to write off its 50% share of

the Front End Engineering and
Design (FEED) costs incurred

to 30 June 2006 of $25.1
million pre tax. The pipeline route
and associated cost build up
were unable to be sufficiently
determined without a final
committed load. APC continues
to work with upstream
producers to evaluate alternative
structures te bring PNG gas

to eastern states markets,

AGL's energy businesses
have excellent future growth
prospects. We will continue
with renewed vigour Lo
develop them for the benefit
of our Sharehalders.

Infrastructure business

The Agility infrastructure
management and services
business delivered over

60% revenue growth from
additional contracts from third
party clients. Agility now has

a significant presence in the
broader national infrastructure
services market.

The underlying results of the
gas and electricity networks
were positively influenced by
3 colder than expected start
to winter. This performance
was achieved even in fight
of the recent five-year price
determinations by the NSW
and Victorian requlators.

Conclusion

If Shareholders vote in favour
of the Recommended Proposal,
this Annual Report will be the
last prepared by The Australian
Gas Light Company and the
next Annual Reports you
receive will be from new AGL
and new Alinta,

In what could therefore be our
last extensive communication
with you as Shareholders in the
existing AGL, it is with 2 sense
of pride that we reflect on the
achievernents of AGL over the
past 169 years. The Cornpany,
first established by private
interests in 1837, has grown
to become Australia’s leading
integrated energy cempany with
the largest energy customer
base in the country.

By recommending a fundamental
change to the structure and
direction of AGL, your Board

is looking to enhance and grow
Shareholder value to a level

that is more commensurate

with the changing demands

of the external environment

it which AGL aperales.

By taking a view that there is
additional value to be created

by separating AGL's regulated
assets from the ‘market -facing’
businesses, the AGL Board is
looking to cpen the next chapter
for AGL Shareholders. The
Recommended Proposal with
Alnta delivers a greater scale and
diversity of opportunity to AGL
Shareholders than your Board first
envisaged last October.

In light of these proposed
changes, Sir Ron Brierley

has decided to retire, at the
Shareholder Meeting to consider
the Recommended Proposal.

Sir Ron has been a member

of the Board since 1987,

Over that time he has made
substantial contributions to
Board deliberations and played

a key role in changes at AGL.

On behalf of all Shareholders we
thark him for his perspective

on value creation and the
insights he has brought to Board
discussions, and we wish him
well for the future.

In addition, David Craig will

also ieave the Board, retiring

at the Shareholder Meeting.
David has been a Board
member since May 2005

and brought to the Board
significant and valuable financial
and commercial experfence.

He has been appointed to the
role of Chief Finangial Officer
of the Commonwealth Bank of
Austratia. We thank him for his
time as a Director and wish him
the best for his future,

During the year, the former
Managing Director Greg Martin
also retired. His contribution
across many areas of AGL during
a 25 year career is appreciated.

We look forward to continuing
to deliver robust Shareholder
returns and to the exciting
opportunities that will be
available through the creation

of new AGL and the merger of
our infrastructure business with
Alinta. We appreciate the loyalty
and support of AGL Shareholders
that has brought us to this point.

On a final note, we wish to
thank all AGL's people for

their continued commitment,
dedication and contribution.
Without them we would not
have realised our goals. We are
confident that AGL can meel
the challenges that lie ahead.

P, Sl o

Mark Johnson,
Chareman

Koo s
et P

Paul Anthony, - ~
Managing Director

23 August 2006




financial summary.

YEAR ENDED' 30/ JUNE 2006 ™~ " "« i o<
$ million unless indicated
Revenue*
Profit before finance costs and income tax*
Finance costs
-Incorne tax expense®
"Proft before outside equity interasts*
. Outside equity interests*
Profit attributable to Shareholders®
-Total assets
“Total labilities
'Net assets
Shareholders’ equity
‘Qutside aquity interasts
Total equity
'Cash flow from operating activities
‘Capital oxpenditure
‘Net borrowings
) Earning per share* (4)
'Dividends per share (4)
'Earnings on Sharehoiders’ equity™ (%)
‘Debt debt plus equity (%)
‘et borrowing costs cover‘(times)
‘Net tangible assets per share ($)
Net assets per share (%)

2006
4,268 1
7353
(1438)
(1345)
4570
4570
10,4878
(5,7235)
4,764 3
47643
4,764 3
4360
865 7
3,321.1
1002
675
97
411
61
518
1045

2005

3,.890.8
38791
(89.2)"
(54.4)
2443,
(20.1),
904.4
188091
(3.2289)
46520
asszo[
46520

5574
1877

1,2490°

1981
630"
200"
21.2°

85
6.78:
1019

Change %

97
896
612

1472
871
(100.0)

(49.5)

333
773

24

24

24

(2+8)
3609
165.9
(47.4)

71

(495)

934

(28.2)

(236)

26

“inciuding s:greficant items.

energy measurements.

GAS ENERGY UNITS

The basic unt of energy used i the gas industry 15 a joule

1 megajoule (MJ) =1 rmillion joules

1 qigapoule {GJ) -« 1 thousand megajoules

1 tergoule (T = 1 milicn megajoules

1 petajoule (PJ) =1 billon megajoules

" It takes approximately one megajoule to boil enough hot water
* for 14 cups of tea. {

S

Conversion from electricity (kilowatt hours) to gas (megajoules): 1 kitowatt hour = 3.6 megajoules

ELECTRICITY ENERGY UNITS .

1 megawatt hour {MWHhH)

1 gigawatt hour {GWh)

-1 thousand watt hours
- 1 thousand kilowatt hours

-1 thousand megawatt hours

" The basic unit of energy used n the electricrty industry 15 a watt hour
- 1 kilowatt hour (kWh)

It takes approximotely 300 watt hours to boil enough hot water

for 14 cups of tea.
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recommended proposal.

aff i AGL, and far QLS
(BEaS LU GLUECAnGISERVIGES)
businessytalbelmergediwith
e business off Allfe Uinfksd.

G Electricit G Contracted
Electncity Gas Upstream Power a8 oty as Asset
Retal Retail C Generation Distribution Distribution Transmission Power Managament
s Networks Networks Pipelines Generation 9

e Company expecied to be in the S&P/ASX 100 index. a Company expected to be in the S&P/ASX 100 ndex.
o A leading Austrafian integrated energy company. o Largest energy infrastructure company in Australta.
& Paul Anthony to be CEO. a Bob Browning to be CEO.
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KEY STRENGTHS OF NEW AGL AND NEW ALINTA

T Retammeidsd Repesiwil delbver AL Shercbuiidars
Bl uperiogontcomelovegAGistoraaldererdegolans]
eSS [ Qeielsy ZO08, by @xeeiing & 10B-cwnsd
purellavlenegylbusinesstandliakingll6%townesstip)
oifalstaliais]iargesdenergylintrastatctirelbusinessy

| cEAEL

] [cEmamm

Size: New AGL will be one of Australia's leading integrated energy companies
with over three million customner accounts

Asset management: Mew AGL will have the benefit of AGL's proven
management and Board 0 contwing 10 operate the ntegrated energy business.

Growth: Naw AGL will be wel positoned to capture growth opportunities
across Australia.

Integrated business: New AGL's p'anned developments :n upstream power
generation and gas supphes will further enhance its integrated energy strategy.

Appropriate capital structures: An effioent capital structure will provide a more
efficent cost of capital, facitating fully -franked dnidents ard future growth

Strong brands: AGL and Alnta brands will contnue to be used in ther home markets.

New AGL will focus on delivering sustainable growth in eamings per share
and totol Shareholder returns,

Size: New Alinta wii be Australa’s largest energy infrastructure company,
specialising in the cwnership, management and aperation of engrgy ‘nfrastructure

Asset management: The merger of Aglty and Alinta Network Services
wel create an asset management busmess that well operate new Atnta's
assets as well as prowvide services for existing and new third party customers

Growth: New Alinta s expected to deliver growth from a portfolio of
development projects to faclitate streng cash flow growth

Appropriate capital structures: An etficent capial structure 1s expected
to alow new Alinta to efficiently leverage its investmants and mamntain
strang and consistent dividend and earnings growth

New Alinta will focus on delivering consistent cosh flow growth
and maximising distributions to Shareholders.




highlights:

mprw@d

CUSE@W’I@F’ S@W C@

WlalnchedIbusnessttians formationforogzamtaimedrad

improvingPAGksleapabifitiesyrugtiegamidlcontinuing

|| cmpetitive ressvres i Rt cnasy mErEES i Vickerts,

N S\Wiandisoutt¥AustzsiioRTbelorogiamlistaimedladdeliveting)
Significandeosifiecuctionstandlseavicelmprovemenirolovess
threelmillicnleustomiegaceountsy




cleaner power
generation.
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strategic
gas supplies.
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retail energy.

Retail Energy is responsible

for the marketing and sale of
natural gas, electricity and energy-
retated products and services to
Australia’s largest retail custorner
base, comprising approximately

2.8 million custormer accounts.
AGL's residential and smiall business
custorners are located in NSW, Victoria
and South Australia, while industrial
and commercial customers are located
also in Queensland.

Retail Energy's ambition is to remain
Australia’s leading energy retailer.

To do this, it is focused on growing
dual fuel customer numbers in
existing and emerging markets,
reducing operating costs and
maintaining AGL's brand recognition.
Responding to and meeting
expectations of our custarmers are
key factars in retaining and growing
AGL's customer base in an
increasingly compaetitive marketplace.

In a year of intense competition
across all of AGL's markets and with
new competitors emerging,
Retail Energy’s customer accounts
fell marginally. However high-value
dual fuel accounts continued to
increase and AGL retained its status
as the leading retail energy brand
measured by brand awareness
surveys in all markets.
Profit contribution
before finance costs and tax

$262.8 mifion #18.8% ($416 rmillion)

Achieved primarity by more !
favourable energy purchase
costs offset by a very
competitive retal environment
and a warmer winter last year

s

review of operations

Industriat and commercial
customer growth

Retail Energy has delivered real
volume and margin growth within
most areas of its large market
industrial and commerciat customer
base. This has been driven by
focused campaign and channel
marketing activity. The business

is well positioned to expand its
position in this segment into 2007.

A concentraied level of customer
service and innovative commercial
solutions, coupled with the value-
added approach to customer
management, proves to be a
significant differentiator for farge
customers in this highly-
competitive market.

Responding to customers
Retail Energy has continued to
mect the challenges of increasing
customer service expectations
through improvements in its
integrated call distribution and
handiing processes, and the
development of teams to handle
mare difhcult service issues.

The business also undertook

an extensive review of all service
processes to determine how

to position itself for the future.
Significant time was invested in
understanding the requirements
of customers when they cail
AGL's service cantres.

The review has now cencluded
and the first phase to implement
its recommendations is dug for
completion within the first half
of the 2006/2007 hnanciat year

Improving profitability

In respanse to the increasing
demands of customers, and
to ensure continued growth,

Retail Energy is ernbarking on

a business transformation program.
This program is a focused
approach to delivering significant
cost reductions and performance
improvement across the Retail
Lnergy business. it covers
management of people, processes,
technotogy and data, and includes
the replacement of AGL's mass-
market billing systems.

The program will help deliver Retait

Energy's key operational cbjectives,

which are to:

= Achieve operational excellence
through operating cost
reductions and simpler
standardised processes;

u Develop more stringent
approaches to measuring
performance;

= Reduce the overall cost to serve
per customer;

= Maximise customer retention
and profitable growth through
improved customer management
and service delivery;

» Lower business and IT costs
through the replacement of
AGL's legacy bifling systems; and

= Establish capability to capture
future growth oppartunities.

The business transformation
program will also deliver a robust
IT platform that will add value

and a competitive edge over

the long term, impraving customer
seryice capabilities and reducing
AGL's costs to acquire and

serve customers.

Positioning for growth

in Queensland

Queensland’s residentral energy
market is expected to open

te competition on 1 July 2007,
This provides an impaortant

opportunity for growth and Retai
Erergy is currently developing
market entry pfans, which may
be through the acguisition of

an incumbent business as well

as threugh customer sales and
marketing efforts.

Retail regulation

During the year, requlated energy
prices were varied in accardance
with multi-year price agreements
in South Australia (electricity),
NSW (gas) and Victoria {gas and
electricity). AGL continues to
support national consistency

in regulation of Australia's retail
energy markets. During the year,
the Ministerial Council on Energy
progressed with the process

to establish a national regulatory
framework by 1 January 2008.
This positive step will provide
retailers with the opportunity

to deliver more effective and
cansistent service to all customers.

Responding to customers

in difficulty

AGL's Staying Connected program
continues {0 support residential
custamers who are experiencing
short of long-term Ananciat
difficulties. The program aims

to assist AGL's most vulnerable
customers to break the debt
cycle and move towards
sustainable consumption and
payment patterns. More than
13,000 customers are curtently
participating in the program.,
receiving individually taitored
assistance in the form of advice
on energy efficiency and
governmcit concessions and,
where appropnate, referrals 10
financiat counselling and social
welfare services.




NATURAL GAS SALES

ELECTRICITY SALES

Continuing to
respond to the needs
of our customers.

PERFORMANCE PJ FEATURES PERFORMANCE GWh | FEATURES

Total Sales 1389

VIC 62.1

SA 7.5
NSW 69.3

Dual fuel accounts

Increase in mass-market customer accounts,
plus overalt strong growth in commerciat and
industrial valume.

Decrease in mass-market customer accounts
of 4,573, offset by strong growth in
commercial and industrial volume.

Increase in mass-rnarket customer accounts
of 12,171, coupled with strong growth in
commercial and industrial volume.

Decrease in mass-market customer accounts of
5.019. offset by strong growth in commaercial
and industrial volurne,

1,096,636 total accounts 45.8%

Representing an increase of products per customer from
1 2310 June 2005 to 1 25 in June 2006 A core part of AGL's

retail strategy 1s to improve its duaf fuel market penetration

Total Sales 22147
VIC 9,483
SA 6929
NSW 5,046

QLD 689

Decrease i volume due primarily to averall net
decrease in mass-market customer accounts,

Decrease in mass~-market customer accounts
of 49,559, offset by growth in commercial and
ndustrial volume,

Decrease in mass-market customer accounts
of 65,185, offset by madest growth in average
consurmption,

Increase in mass-market customer accounts of
62,548, coupled with a moderate decrease in
commercial and industrial vafume.

Impravement in market share.




energy networks.

Energy Networks represents
AGL's ownership in gas and electricity
distribution networks comprising
two businesses; AGL Gas Networks
(servicing Sydney and regional
NSW) and AGL Electricity Networks
{servicing 950 square km of
north-west greater Melboume),
Both Networks provide non-
discriminatory regulated distribution
services to licensed energy retaiters,
including AGL's retail business.

et
- Profit contribution !
before finance costs, tax and ’

significant items

Energy Networks :
{combined gas and electricity results) [
© $208.2 milion ¥1.4% ($3.0 milion) {

. Gas Networks
- $119.2 million ¥10.0% ($13.2 million) ' f

Reflects the fuli-year effect of
reduced distrbution tanffs following |
smplernentation of the Incependent |
Pricing and Regulatory Tribunal
(IPART) approved 2006 to 2010 |
Access Arrangement in July 2005,
" and fower througput mainly due L
to reduced demand in the large
"industrial market r
Electricity Networks 1
| $80.0 mifion $12.9% ($10.2 million)

+ Includes the six-month impact of !
the Lssential Services Commission {;
(ESC) regulatory decision that

- gstabhished new tanffs effective
from 1 January 2006 /‘

| review of operations

Gas Networks

Gas transported on the AGL

gas distribution netwark in NSW
during the year was 95.3 PJ. a
decrease of 0.5 PJ compared 1o
the corresponding period last year.
This decrease is principally
attributable to the large industrial
market (1 PJ reduction).
Consumption trends in the tariff
market also continue to fal, due
largely to reduced water usage as a
result of ongoing drought conditions.

New site growth saw a net
increase of 23,442 customer
sites and 180 km of gas mains
added to the network. The NSW
gas distribution network now
comprises 23,721 km of gas
mains and transports natural
gas to 975.033 customer sites.

Significant capital projects for

Gas Networks included an upgrade
of eight major supply facilities and
three sections of the low pressure
network to ensure continuing safe
and reliable supply. The project

to provide supply security to the
Sydney high pressure network

by constructing a new gas main
between Liverpool and Marrickvilie
in Sydney's inner west is well
advanced. Engineering design and
route selection for the project are
complete, the pipe has been procured
and construction work has begun.

Electricity Networks
Electricity distributed by the

AGL electricity network was
4,209 GWh, an increase of 0.8%
on last year. This result occurred
through increased residential and
small business consumption and is
largely attributable to the warmer
December and January and cooler
May and June relative to 2005.

Growth in customer sites was
also strong with a net increase
of 7,570 sites connected to
the network during the year.
Network length was extended
by 133 km, bringing the total
line length to 10,418 km.

Significant capitat projects

for Electricity Networks in
2005/2006 included the
completion of a twa-year
project to construct a new
sub-transmission line from Keilor
to Sunbury, to reinforce supply

to Sunbury and surrounding areas.

and the installation of a new
transformer in North Ieidelberg.

I he refiability of the clectricity
network in the 2005 calendar
year was consistent with
operational targets after taking
into account the exemption
granted by the ESC for the
extreme weather conditions
which affected Melbourne

in February 2005,

' Securing Sydney’s gas

. to provide a more secure supply
" and increased capacity for future
" long-term growth in Sydney.

- The Project nvolves the

. construction of a new 30 km,

, 500 mm drameter, natural gas

" high pressure pnmary main that

- south-western suburbs between

, completing a major supply loop

_security of supply to gas
' consumers I the Sydney area.

" Construction began in May 2006 ¢

_— = — -

supply — Sydney Primary
Loop Project i
As part of a long-term plan to .
upgrade the Sydney high pressure
network, the Sydney Primary Loop |
Praject will reinforce the existing !
Sydney gas distnibution network J

will extend across Sydney's

Liverpool and Marrickwille, ;

around Sydney

Thus Project will greatly enhance

and AGL expects the work to be
completain 12 to 18 months. J

RS CRR ARIEREVENUES)

| | ey TNEREETED

ELECTRICITY

. Residential 38%
Small Business 26%
Large Business 36%

GAS

BB Residential 66%

[0 Smah Business 21%

3 Large Business 13%

ELECTRICITY
"} Residential
and Small Business  A47%
Large Business 33%
GAS
B Residential
and Small Business  34%
[3 Large Business 66%




Ensuring the eontinusd
supply of safie and
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i GAS NETWORKS
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o EBIT $119.2 million ¥$13.2 million. o Financial results include the full-year SAID: means ‘Systern Average

©95.3 PJ ¥0.5 Ps. effect of IPART's 2005 requiatory © interruphion Duration Index’

o 23,442 increase in connected sites. decision for the gas network. o\ o (SAID!), which s the totat minules

. : N |~ ™~ -
o Total sites 975.033. o Slow down i housing resulted in [] o L = 2 z P on average that a customer can
o Total mains length 23,721 km A180km.  reduced connection numbers. ﬂ— [ —1  expect ta be without electricty

66

n 3 year due to interruptions
(cf durat:on equal to or greater
than one minuie)

Note tnat Actual SAD!n 2000,
2001, 2003 and 2005 ncludes

0 98% of network incidents responded  © Lower industrial demand adversely
to within 60 minutes of notification. impacted total volumes transported.

ELECTRICITY NETWORKS

ERFORMANGE T fl ] ] adjustrments for approved exemptions
o EBIT $89.0 million 4$10.2 millian. o Total revenue increased by | 1 ;_) | 1) L __J SAD! s calculated on a calendar
04,209 GWh 434 GWh. $9.9 millicn (5%) due largely to 5 o 89 3 49 year basis,

6 7,570 increase in connected sites. weather refated volume growth, & & & R R The 2005 f gue ncludes tne

o Total sites 293,263, despite the half -year effect of the mpact of extreme weather events
o Total network length 30,418 km 4133 km.  ESC 2008 pricing review. 0} Actual [0 Target early i that yea

u SAIDI and SAIFI supply interruption e Commonwealth Games development

indices within operational expectations. increased cemand for connections.




merchant energy.

Merchant Energy is responsible
for managing and developing
AGL's wholesale energy and
power generation portfolios.

Merchant Energy focuses on
the strateqic growth of AGL's
gas and electricity portfolios to
ensure long-term sustainability
and market competitive

energy supplies into the future.
This approach is fundamentally
linked to a complementary retail
business strategy, which together
minimises risk and provides for
competitive energy products
and investrments.

Profit contribution
before finance costs and tax

$147.2 million +-1798.8% ($94.6 million)

This resuit was achieved by the
successful integration of the
new businegsses, PNG Upstream
Gas Project, Southern Hydro and
Camder CSM, together with the
strong performance of the
existing businesses of power
generation, wholesale gas and
energy services.

review of operations

Merchant Energy comprises four
units: Merchant Power, focused
on electricity procurement and
generation; Gas Development,
focused on upstream gas
developments; Wholesale Gas,
responsible for purchasing of gas
supplies for AGL's retail business
and wholesale customers; and
Energy Services, managing
small-scale renewable generation.

Achieverments during the past
year that have added significant
value to AGL's integrated energy
strategy include:

a Strengthening AGL’s upstream
generation portfolio with the
$1.4 billion acquisition of
Southern Hydro in November
2005; and

= Securing strategic interests in
upstream gas supplies through
stakes in the PNG Upstream
Gas Project ($528 million}, the
Camden coal seam methane
gas {CSM) project in NSW, the
associated exploration joint
venture with Sydney Gas
(%42 million) and an agreement
for a haif share in Austraha’s
largest producing CSM project
at Moranbah in Queensiand.

Merchant Power

Developing an integrated power
generation portfalio provides AGL
with a natural hedge for its retail
business during periods of wholesale
electricity price volatility. Ownership
of power generation assets
therefore provides AGL with an
ability to manage its wholesale
electricity costs better, as well as
providing opportunity for growth,
AGL's generation portfolia
increased signiicantly during the
year with the acquisition of

Southern Hydro. Southern Hydro
consists of arange of hydro stations
and the Wattle Point Wind Farm.
Hydro gencration adds significant
value to the generation portfolio as
it is a quick-start source of energy
and it can rapidly respond to spikes
in pool pricas. AGL now has a
diverse power generation portfolio
including base, peaking and
intermediate generation plants,
soread across traditional thermal
generation {gas and coal) as well as
renewable sources (including hydre,
wind, landfill gas and biogas).

This well balanced portfolio has
lowered AGL's greenhouse gas
intensity which will add value

in an increasingly carbon
constrained environment.

Buring 2005/2008, significant
effort has been made in grogressing
opportunitios to develop AGL's
power generation portfolio.
Bevelopment projects being
censidered include:
o A 95 MW wind farm adjacent
to Hallett, South Australia
(soon to be constructed);
o A proposed new hydro scheme
at Bogong, Victoria;
e A proposed expansion to
the existing Hallett power
plant, South Ausiralia;
o A proposed 400 MW gas-fired
plant at Townsville, Queensland;
e A proposed 600 MW gas-fired
plant at Camphbelltown, NSW: and
o Two wind farm developments, al
Dollar aret Macarthur, Victoria,

Gas Development

The Gas Development group was
established i March 2005 with
the abjective of investigating and
positioning AGL in the upstream
gas producticn industry. Investing
in this sector is aimed at providing

AGL's energy business with direct

access Lo competitive sources

of gas and ta provide the

Company with wider investment

opportunities to help ensure

long-term growth. Three key
investments during the past year
have secured AGL's goal of
devetoping a wholesale gas
portfolio with a diverse source

of supply:

e A 10% interest in the PNG
Upstream Gas Project faor an initial
payment of $528 million. This
investment is already generating
robust returns for AGL;

o A 50% share and operation of
the Camden C5M project and
associated exploration acreage
in the Sydney basin in NSW; and

o An agreement 0 acquire a 50%
share in Australia’s largest single
producing CSM project at
Moranbah in Queensland.

This transaction was concluded
on 22 August 2006,

The PNG Upstream Gas Project
concept involves the development of
two gas processing plants, gathering
and production pipelines, new gas
production and injection wells, and
compression facilities to export gas
to Australian markets.

The Moranbah Gas Project firmly
positions AGL to capitalise on the
significant growth opportunities
offered by the Queensland market,
particularly in the Townsville to
Gladstone corridor. In addition,

it underpins AGL's entry into the
Queensiand market, particularly
when retail gas and electricity
rmarkets become contestable
post 2007.
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Wholesale Gas

AGL's whalesale gas portfafio now
ncludes gas sourced from Maormba
in South Australia, the Gippsland
Basin in Victoria and CSM sources
in Queensland and NSW.

Energy Services

Emergy Services has continued the

successful delivery of small-scale

renewable generation projects,
including:

a 4 MW of biogas generation
delivered to the existing
Meibourne Waler generation
project making it the largest biogas
generation facility in Austraha;

a A further 4.4 MW of cogeneraticn
capacity developed at the Symex
Holdings Limuted project in
Victoria, and

o Significant growth for the iandfil}
gas generation portfolic with
WO new projects in operation
in Tasmania.

The value of peaking plants

in AGL’s generation portfolio
The new hydro facilites acquired
by AGL have added significant value
to the generation portfotio because
of their ability to start up almost
instantaneously. Approximately half
of AGL's generation portfolio

15 now comprised of fast-start
peaking hydro assets that
complement the gas-fired

peaking power stations located

at Somerton (150 MW}

In Victoria and Hallett (180 MW)
in South Australia.

In a market where thereis a
wholesale electricity prce set
for each five-minute period, this
fast start capability helps offset
exposure to the potentially high
spot prices that AGL would
otherwise face in order to

meet customer demand.
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Hallett (Gas 180 MW}
Somerton [Gas 150 MW)
Victorian (Hydro 592 7 MW)
Loy Yang Power

{Coa' 2,120 MW - 32 5% owned)
NSW (Hydro 52 5 MW)

Landful and Biogas

Total 14 MW n Vic, NSW, Tas and WA
Cogeneration

Total 9 MW :n Vic and SA

Hallett {Wind 95 MW)

Bluff (Wind 45 MW)

Hallett expansion (Gas 250 MW)
Macarthur (Wnd 330 MW)

Dollar {#Wind 79 MW)
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Leafs Gully
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agility.

Agility is an energy and utility
infrastructure management

and services company providing
infrastructure development,
construction, management

and related services to both
AGL related and third party
clients throughout Australia.
Agility currently manages and
services AGL's NSW gas network
and Victorian electricity network,
Australian Pipeline Trust's (APA)
gas transmission assets and
ActewAGL's gas networks.

Agility was formed in 2000

as the infrastructure services

arm of AGL and has progressively
refined its strategy as markets
have evolved and as its capabilities

have improved through experience.

Agility can now ¢laim to have

a significant presence in the
broader national infrastructure
services market. Agility is 100%
owned by AGL.

Profit contribution
before finance costs and tax

$703 miion $11.6% ($7.3 million)

Higher revenues for the year drove
the strong performance in profit,

a result from both recent organic
and acquisition growth plus the
ongoing cost effoencies achieved
during the year.

review of operations

New markets

Agility continued its successful
©Xpansion into new markets

during 2005/2006.

Achievements include:

s Moving into the electricity
transmission market in NSW

with a number of contracts

with TransGrid for substation
construction work. Agility now
provides electricity services in
Victoria, Tasmania, NSW, the ACT.
Queenstand and Western Australia;
Moving inte the Victorian gas
distribution market with
contracts te rehabilitate parts

of the Multinet network for
Alinta Asset Management.
Agility’s gas services now cover
Victoria, Tasmania and NSW;
Moving into ongeing maintenance
of the northern lasmanian gas
distribution network for Powerco;
Receiving the contract to operate
and maintain the newly-buift gas
pipeline and associated network
serving Tamwaorth in north-west
NSW for Central Ranges Pipeling
Pty Ltd;

Winning the Sydney Water Wet
Weather Overfiow Reduction
Program 2005 to 2007
contract, Agility's biggest water
contract to date; and

Short listing for the Camellia
Recycled Water Project in
western Sydnay.

-]

Existing relationships

Agility has maintained its focus

on providing a full range of services
to its related customer base,

those in which AGL has an interest,
including AGL Energy Networks,
ActewAGL and APA,

A number of significant projects
were undertaken for these clients
during the year including:

a Ultrasonic pigging crojects on the
Mocmba to Sydney Pipeline
(MSP) for APA;

a Stress corrosion cracking repair
projects on the MSP for APA;

a Projects to rehabilitate gas mains
in Bathurst and Cootamundra for
AGL Gas Networks;

o Initiation of the Sydney Primary
Loop Project for AGL Gas
Networks; and

u Campletion of upgrading works
on the Sunbury Zone Substation
for AGL Electricity Networks.

Agility has alsc extended its service
offerings to ActewAGL and s

now actively invalved in assisting
ActewAGL with its electricity

pole replacement program,

Acquisition growth

As part of its strategy to service
a national market, Agility made
two further acquisitions during
2005/2006.

Following its acquisition of
Queensland based Oakland
Construction in 2004/2005,
Agility acquired another
Queensland specialist high-voltage
underground construction business
in October 2005. The newly
acquired business, Yambah Civil,
brought with it further capability
to service the highly active
Gueensland electricity market
along with the additional
experience of 30 new colleagues.

In January 2008, Agility acquired
Cable Layers, another electricity
asset construction business,

this time in Western Australia.

The Western Australian electsicity
market has been experiencing
simitar pressures to the Queensland
market and the Cable Layers
acquisitian has firmnly established
Agility's electricity services
¢apabilities on the western side of
the nation while adding the skills and
experience of 100 new colleagues.
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[mm ASTRAL' WIDE . . ] Agility manages:
1. AGL, Apache Energy, APA, c 10,000 km of high pressure pipelines’

Goldhelds Gas Transmission, -

Hamersley Iron, Western Pawer a 27,600 km of gas distribution networks

2. APA _ a 10,400 km of clectncity distribution networks
" APA, Energex, Ergon Energy,
2
. santos s 1,643 employees
a. AGL, APA, Caltex, ? " manages and services

Country Energy, Gorodak,

Integral Energy, Sydney Water g . i
Corporation, TransGrid 4 Growing new water market expertise
5. ActewAGL o ’ s s This year Agllity was awarded its largest third party contract
6. AGL, Australian Pacific Airports 6 to date. The project, commussioned by Sydney Water is to deliver
Corporation, Mainco, Telstra Stage 1 of the Wet Weather Oveflow Reduction Prograrm 2005 to 2007,
7. Aurora Energy, Powerco 7. Agility is managing the definition. design and construction phases of
8. APA combined sewer separation work and sewer amplification, storage

and sewer pumping station amplification works at varnous sites.

Agility is working to buld water industry capability in other States
to emulate the success achieved n NSW




energy investments & Ipg.

energy investments
ActewAGL (50%)}

Profit contribution
before finance costs and tax

$49.3 million 40% {$0.1 million)

Colder weather in the final quarter
of the financial year resulied

in higher gas and electricity
volumes, which were offset
by a higher electricity cost of
sales and the fuil-year impact
of the revised gas network tariff
charges Tollowing the requlatory
reset in January 2005.

ActewAGL is 3 joint venture
between AGL ang ACTEW
Corporation, an ACT
Government-gwned enterprise.
Estabhshed in 2000, it is the first
utility joint venture in Australia
between a private company

and a publicly-owned enterprise.
It owns and operates the electricity
and gas networks in the ACT and
the gas networks in Queanbeyan,
Nowra and the Palerang Council
area (the former Yarralumia Shire)
in NSW, as well as operating

the AC1's water and sewerage
assets. ActewAGL also manages
the operations of the TransACT
telecommunications services
business. The joint venture

has approximately 153.000
electricity and 107,000 natural
gas customers. Despite increasing
competitive pressures, retait
custorner numbers are in kne
with the prior year.

In April 2006, the Independent
Competition and Regulatory
Comrnission {{CRC) released
iLs Final Decision on the retail

| review of operations

electricity tariff in the ACT for
franchise customers, being those
with consumption fess than

100 MWh per annum and who
have not entered into a negotiated
electricity supply contract. The
ICRC concluded that the electricity
market in the ACT is sufficiently

competitive and recommended that

the Transitional Franchise Tariff be
discontinued from 1 july 2007.

Australian Pipeline Trust
(APA) (30%}

Profit contribution
before finance costs and tax

$27.3 milion $42% ($8.1 million)

AGL's estimated underlying
earnings improved by 13%

to $21.8 million {(AGL's 30%
share) reflecting a full-year
contribution from prics-year
asset acquisitians in Westermn
Australia and Queensland, and
increased contracted volumes
with C5 Energy on the Roma to
Brisbane pipetine {from February
2005} The result also includes
a share of APA's significant
items (AGL share $5.5 million).

APA owns, or has an interest

in. more than 7,700 km of gas
transmission pipelines across most
Australian states and tecritories.
APA also owns the Mondarra
naturat gas storage facility in
Woestern Austratia and 3 CSM
processing facility at kogan,

west of Brisbane.

In March 20086, APA diversified

its portfolio further by acquinng

its first non-gas transmission
assels — the Murraylink electricity
transmission assets, which connect

the Victorian and South Australian
National Electricity Market regions.

In June 2006, APA anncunced
that it had reached agreement
with Babcock & Brown
Infrastructure (BBI) to work in
association with APA. to launch

a scrip takeover offer for GasNet
Australia. GasNet owns a 1,930 km
regulated high pressure gas
transmissian pipeline network in
Victoria, among other assets. The
effect of the agreement would sec
that upon successful completion of
the offer, APA would acquire 50%
of the GasNet business in an equal
joint venture with BBI. On 15
August 20086, Colonial First

State Globat Asset Management
announced its intention t¢ make

a recommended offer to acquire
alt of the stapled securities
GasNet Australia for $2.88 cash
per stapled security. On the same
day. the Board of GasNet Australia
unanimously recommended that
securityholders accept the offer, in
the absence of a superior propasal.

The annual result includes a
full-year contribution following
the acquisition of the Parmelia
and Geldhaids pipeline assets

in Western Australia (acquired

in August 2004), and the 30%
minority interest in the Ballera
to Mt Isa pipeline (acguired in
February 2005). In addition, the
results include a share of APA's
significant items arising from a
prior-year tax benefit following
entry into tax consalidation
(AGL share $4.8 milion) and the
write-back of a provision
following settlement of a tariff
dispute (AGL share $0.7 million).

GasValpo (100%)

Profit contribution
before finance costs and tax

$14.6 million 4180.8% ($9.4 million}

Reflects the first full-year
contribyution from gas sales

to the government-owned oil
company £mpresa Nacional

de! Petrélea (Enap), and
increased sales to residential and
commerciat customers,

Gasvalpois the largest regional
gas distributor in Chile outside
the Santiago metropalitan area.
Situated in the coastal cities

of Valparaiso and vifia del Mar,
woest of Santiago, GasValpo
distributes and markets gas to
approximately 41,000 residential
and commercial customers,

and 40 industrial customers.

GasValpo has continued to
develop initiatives to minimise
the overall impact of continuing
gas restrictions from Argenting
on industrial customers, including
energy swaps and sourcing of
glternate gas suppliers.

in June 2006, GasValpo
commissioned a biogas extraction
facility utitising landfli gas from the
privately operated El Molle landfill
site, which services the cities of
Valparaiso and Vina del Mar, and
surrounding areas. Subject to the
extraciion of acceptable levels of
landfill gas, additional investment
will be considered to utikse the
methane content of the gas as

a rengwable cnergy source.




The Chilean Government has
continued to progress the
development of Chile's first ENG
supply terminal, which is proposed
to be located in GasValpo's
-oncession area, and deliver first
4as in the fourth quarter of 2008,
Gasvalpo has entered nto a
Memorandum of Understanding
to participate as an ofitaker in
this project wia the Government
appointed project developer Enap

Proposed PNG Gas

Pipeline (50%)

Fotlowng a lack of sufficient
committed foundation load and
escalating construction costs, a
decision was taken by AGL 1o write
off its 50% share of the Front End
Fngineering and Design (FEED)
costs incurred to 30 June 2006 of
425 1 milhon pre tax. 1he pipeline
route and associated cost build

up were unable to be sufficiently

determined without a iinal
cammitted load. APC continues to
work with upstrearn producers to
evaluate alternative structures to
bring PNG gas to eastern

states markels.

Ipg

Profit contribution
before finance costs and tax

$23.9 million 417.1% ($3.5 million)
{combined Elgas and HCE results)

Reflecting & year characterised
by record high US dollar
denominated international
LPG prices.

Elgas (50%)

Elgas is the largest distributor
and marketer of LPG in Austratia
I also owns and aperates
Australia’s fargest underground
LPG storage facihty (the Sydney

LPG Cavern), located at Port
Botany in Sydney.

Energy sales volumes were in line
with the prior vear, although the
leisure markel continues to grow.
1he continued high cost of LPG
has made it difficult to grow new
business sales volumes and placed
pressure on margins, The Sydnoy
LPG Cavern again provad itself

as the supply hub for eastern
Australia, with increased volumes

resulting from its superior security

and reliability compared to other
supply sources. Lower Unigas
volurnes resulted from increased
competition for retait market
share in the automotive LPG
sector, where gverall velumes
are improving &s mcreasing
numbers of new autogas vehicles
enter the market.

Contributing to
Qur SUCCess.

H C Extractions (HCE) (100%)
HCE produces LPG and naphtha

by procassing refinery off-gases
supplied by the adjacent Caltex

oil refnery in Kurnell, Sydney, with
all production sold back tc Caltex.
Despite HCE production of 35,400
tornes of LPG being 1,600 tonnes
fower than last year due to lower
levels of feedgas supplied from the
refinery, high LPG prices resulted
in an improved contribution.




people & culture.

In a year largely dominated by the
acquisition of new businesses and
organisational restructuring,

AGL has facused on supporting
the smooth integration of new
employees and assisting employees
to navigate through this period

of change.

More than 250 new employees
joined AGL this year from newly
acquired businesses including
renewable energy company
Southern Hydro, CSM producer
Sydney Gas, and underground cable
laying operators Yarmbah Civil and
Cable Layers. These businesses
represent new operating arenas
for AGL, and these new employees
bring significant additional capacity
to the Company’s existing pool of
experience and energy know-how.

il
[
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Leadership

teadership is particularly critical
during times of change. AGL has
increased emphasis on developing
leaders with a new workshop
series, Leading through Change.
AGL continues to deliver an
integrated approach to leadership
development through the
residential Senior Leadership
Development program, Unlocking
Leadership for middle and front line
leaders, and Emerging Leaders, {0
encourage the early development
of tomorrow’s leaders.

Health and safety

Providing a healthy and safe
workpface remains a core priority.
The backbone of AGL's approach
continues to be the Life Guard
program, now in its eleventh year.
Life Guard provides the blueprint
for the processes, procedures

and behaviours to ensure all

AGL people work safely and
remain injury free. It is based on
international standards 1SO 14000
far Environmental Management
Systems, and Australian and NZ
Standards for Safety Managerment
Systems, AS 4801,

Cverall, the lost time injuries rate

of 6.3" was up on last year's rate

of 5.2. This is a disappainting trend
however a focus onincreasing
personal responsibility for safety
and the role of leadershig in
praventing injuries saw a decrease
in the number and severity of work-
related injuries across the business,
This trend is encouraging.

However, balancing this improvement
were several lost time injuries
sustained mainly in the cable laying
businesses, a refiection of the new
types of safety risks associated with
this sort of operation. The Health,
Safety and Envireament group

has been working collaboratively
with these teams to understand
the nature of their operations,
and to implement work practices
that will reduce the risk of injury.

* Caleulated based on the number of tost
T¥RE wiuees per milon honss workea,
assumeng 2 D00 hours per persan gor year
Wellbeing

Recognising that a healthy
warkplace is about being more
than simply injury free, AGL has
continued to assist employees to
take responsibility for their own
health, via programs like Alpha
One and the Global Corporate
Challenge. Under these programs,
more than 450 employees have
pursued and achieved goals
relating to weight loss, better
nutrition, and improved muscular,
skeletal and acrobic itness.

Employee agreements

QOver the past twelve months,
AGL negotiated seven certificd
agreements, applying to more than
1,000 employees. A review of aft
employment contracts to ensure
compliance with the WorkChoices
legisiation was alsc undertaken,
and an educational process was
developed in preparation for
future agreement negotiations.

Recognition

Superior achievemnents of
employeas across AGL continued
to be recognised through the
Winning Ways awards program.
123 employees were nominated
in categories including insprationgt
leadership, superior customer
service, and outstanding mnovation.
in Septeinber, 20 hnalists
traveiled with their partners

to Broome in Westorn Australia,
for a hve-day adventure.

Diversity

The Diversity Support Line,
launched at the end of 2004,
provides all employees a practical
and confidential way to report
any incidents of harassment,
discrimination or bullying.

Plans to expand the service

to incorporate ‘whistle blowing’
began this year, providing a safe
means for employees to report
any incidents or behaviours that
violate AGL's Code of Conduct.

Flexible work place policy
At the end of this year, AGL
launched & flexible work place
policy, providing a transparent
framework for the number of
flexible work practices already
in place. In addition, a process
to assist employees in seeking
mare flexible arrangements in
the future was established.

Restructuring

In carly August 2006 the Managing
Director. in conjunction with the
Board, commenced a process of
restructuring AGL, removing
management layers and
streamlining the remaining
arganisation to lower costs and
improve the responsiveness of the
organisation. As a result, & number
of employees will teave AGL over
the next 18 ta 24 months. While
some will be offered employrment
with outsourced service providers,
a significant number will be made
redundant. Those employees will
receive redundancy payments and
cutplacernent support.
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property provide universal access for all
emplayees, increasing the ability
to attract and accomimadate
amare diverse workfarce.

Realisation of property assets
The final stage (Lot 7) of the former
gaswor ks site at Breakfast Pont in

Sydney was settledon 1 June 2006 Land remediation
for $42 millian. Remediation work relating ta 3

portion of contaminated vacant
land on the former gasworks site
at Wollangang was completed in
May 2006 and the land sold to an
adjeining owner for $1 milfion

Relocation

This year, AGL relocated around
550 employees from three Sydney
locations ta a new head ofhce in

St Leonards. This Sydney office,
with its cpen plan conhguraticn and Remediation of part of the former
vibrant design features, continues  Wollongong gasworks site and
the benchmark standard set in the subsequent ‘sign-off’ by Lhe

2003 with AGL's Adelaide office irdependent Site Auditor were

compieted in October 2005,
Plans and construchion began this

year for the development of an Soil remediaticn and propeity
open plan office facility in Spencer  reinstatements are nearing

Street, Melbourna, When completion on the twelve
completed inlate August 2006, residential properties in the Sydney
« will accommodate almost allour  suburb of Abbotsford. where
Maelbourne employees. As well as gasworks residue was found as a
providing workspaces that are result of a small gas-making facility
vitrant and innovative, AGL's majar 1 the arca, which aperated for five
office faciltes will Llumataly years in the 1890s.

A sense of wellbeing

Now In its second year, AGL's Wellbeing program continues to
help amployees to take cwnership for ther physical, emotional
and creative welbeng, providing support and access 1o programs
and imbiatives including:

w Alpha Onc 18 month healthy cating, wenght managernent
and exercise prograrm, :

o Global Corporate Challenge to improve muscular, skeletal and
aerobic itness by walking mare requiarly,

a Medibank Private discounted quality health caver membership,
a Prionty Hoartbeat online heaith and wellbaing assessments,

o AGL Book Ciub offering latest releases at discounted prices via
payroll deduction:

o Mental health first aid traming for all AGL first aid officers;
e QOnsite Yoga and Pilates classes,
o Flu Vax vaccinations to protect against winter flu, and

o Weekly fresh frui delivenes for easy-access healthy eating options.




AGL's community investment
program, Energy for Life, is now
in its third year. Through the four
elements of the program, Warmth
in Winter, Employee Volunteering,
Employee Giving and Energy
Matters, AGL, in partrership
with charity partners and
employees, continues to focus
on efforts to make a genuine
difference in the cormunities in
which AGL people live and work.
, Warmth in Winter
"= 210 emergency/crisis
accommeodation facility sites
recewed funding to help
pay their winter energy bilks.

Employee Volunteering
= Qver 600 employees
volunteered their time
in 200572006

: Employee Giving
"= $365,533 donated In
2005/2008,

= 386 cmployees
participating, and

» 17 chanties.

' Energy Matters
' Quer 470 employees
trained in total;

, » Qver 100 households
« participating in Claymare
and Aurds, and

. = In Claymore, 93% of surveyed
participants changed or
tried to change their energy
consumpuion behaviour

community.
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Warmth in Winter

Through the Warmth in Winter
program, AGL helps to pay the
winter energy bills and provide
energy efficiency solutions for
overnight crisis and emergency
accommodation facilities for
pecple experiencing homelassness.

As part of the 2005/2006
program, energy efficiency audits
were trialled. AGL offered the
fully-funded audits to selected
facilities, aiming to find ways to
achieve ongoing, year round
financial savings and cuts to
greenhouse gas emissicns. The
audit program will be expanded in
2006/2007 to include assistance
with implementation of energy
efficiency measures identified
during the audit process.

Employee Volunteering

AGL provides paid waorkdays for
employees to valunteer their time
and skills to a community group
ar cause of their choice.
Employee Velunteering helps
those employees already involved
with the community to extend
their contribution, and ‘opens the
door’ for those looking for a way
to get involved.

As well as delivering genuine social
outcomes for the communities in
which our pecple live and work,
volunteering is making an
important contribution within

AGL in engaging employees,
encouraging teamwork and
developing leadership skills.

Employee Giving

AGL's Employee Giving program
helps employees suppart the
causes they care about through
regular or one-off donations
made through their pre-tax salary,
with their donations matched,
dollar for dollar, by AGL (up to an
annual maximumn of $200,000).

n April this year, following
feedback from employees, AGL
expanded the number of charities
supported under Employee Giving
from 1010 17, astep that
encouraged about 40 new
members tc Employee Giving.
New charities include Missicn
Australia and Youth Off the
Streets, in recognition of AGL'S
core focus on the issues and
causes of homelessness, and
World Wildlife Fund (WWF) -
Australia, an organisation taking
a lead position on reducing the
impact of chmate change, and
protecting the environment.
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Energy Matters

Energy Matters focuses on bulding
energy cfficiency knowledge within
AGL and then using this knowledge
for the benefit of ernployces and
“heir famnilies, custormers and the
sroader community.

This year 91 AGL employees

werg trained in energy ethciency

as part of the Energy Matiers
program, taking the total number

of employees trancd to 474,

Some are now sbccessfully applying
this training to promote enerqy
efficiency in the broader comrmunity
through both corperate and private
volunicoring opportunitics

AGL's Energy Matters program
in Claymore, in south-westein
Sydney, is now in 1ts third year
and a second program is running
at Airds, also in Sydney’s west
I'he program is delivered in
partnership with WorkVentures,
a not~for-profit, community
capacity-building group. It provides
local residents with practical,
hands -on assistance to reduce
their energy bills, Inits first year,
many participants made savings
on their energy bills. This group
achieved an average saving

of $45 per quarter off their
electrcity bills

- Sharing professional skills with the community
" Recognising that professional services are particularly valuable to

community groups, AGL emiployees have this year been encouraged
to find ways to volunteer therr professional skills and energy expertise

o A Metbourne IT team 1s providing regular IT support ta a number

of community organisations;

o in Sydney, the People & Culture team provided career and yob
seeking advice for the fong-term unemployed and disadvantaged
chents of WorkVentures,

a A Canberra contact centre team telephoned exisiing donors of
The Smith Family to update therr credit card and contact records, and

o 20 AGL people delivered an Energy Actiities Day to primary
students at Claymore Public Schoal, to help bulld energy awareness
and encourage energy efficiency
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Increasing greenhouse gas
concentrations in the atmosphere
are thought to be changing

our climate. It is clear that the
energy sector is responsible for
much of the significant growth

in greenhouse gas concentrations
since the Industriat Revolution.
Stabilising greenhouse gas
concentrations in the atmosphere
requires energy companies,
governments and the comrmunity
to work together to reduce
man-made greenhouse

gas emissions.

AGL. believes that it is important
for Australia to establish a
long-term greenhouse gas
emission target for 2050,

and to create market-based
mechanisms to achieve this goal.
This policy has formed the basis
of discussions with customers,
governments and the community.

Leadershin aware

The NSW Department of
Energy. Utiiities and Sustamability
recagnised AGL's commitment
to renewable energy in 2005.
At the annual Green Globe
awards at NSW Parhament
House, AGL was awarded the
Sustainable Energy Generation
Leadership Award by the
Minister for Energy and
Utlities. The Award was for
AGL's substantial contribution
to reducing greenhouse

gas emissions through the
development of landfll flaring
and generation projects and
the retaiing of green products.

% |

review of operations

Sustainable business planning
AGL reports comprehensively

on our own greenhouse gas
emissions, inciuding its supply.
operation and equity impacts.

By measuring these impacts. AGL
is able to improve discussions with
stakeholders about business and
customer purchasing decisions.

This year, AGL began internally
forecasting and incorparating

an appropriate level of carbon risk
management into business models.
During the acquisition of Southern
Hydro, AGL explicitly incorporated
tong-term carbon risk into the
valuation model, dermonstrating
AGL's ability to consider long-run
environmental issues in ardinary
business decision making.

Building a low-emission
generation portfolio

AGL has a comprehensive
generation portfolio that is well
balanced from both a inancial

and enwvirenmental risk perspective.
Investing in gas- fired generation
and renewable energy to meet
base Inad and intermediate
generation reguirements witl assist
in moving the economy towards

a low-gmission future.

The acquisition of Southern Hydro
means AGL now has the country’s
largest portfolio of non-government
owned renewable energy generation
assets, sorme of which generate
Renewable Energy Certificates
sufficient to satisfy approximately
30% of AGL's long-term
requircmments under the Australian
Government’'s Mandatory
Renewable Energy larget,
scheme. It has also improved

the batance of the AGL generation
portfolio, with almost 40%

of AGL's generation capacity
producing zero greenhouse

gas Crmissions.

Gas is also likely to play an
increasing role in reducing
grecnhouse gas emissions.
AGL has a number af gas-fired
generaticn projects at various
stages of development

Loy Yang Power

One of the largest components
of AGL's generation portfalio
i5a32.5% equity investment
in Loy Yang Power.

AGL recognises that the Loy
Yang A power station is one
of the highest greenhouse gas
emitters in Australia, accounting  {
for about 3% of Australia’s
greenhouse gas emissions,
This is due to both its size

(as one of the largest power
stations in Australia) and fuel
source {relatively incxpensive
brown coal},

The Loy Yang A power station is
the mast efficient brown coal-fired
pawer station in Australia, with the
lowest greenhouse gas emissian
output per unit of clectricity
produced, of all the Australian
brawn coal-fired generators.

To continue to improve
environmenial performance,

Loy Yang Power is actively
engaged in discussions with

a number of emerging carbon
separation and storage technology
providers, and is a participant in
the Coopoerative Research Centre
for Clean Power from Lignite.

Loy Yang Power is also a member
of the Greenhouse Chatlenge Plus
program, which incoi porates
activitigs such as improved
efficiency through Generator
Efficiency Standards.
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Educating our communities
AGL has expanded its encrgy
efficiency education programs

in the commurnity through Energy
Matters and has developed new
resources for customers, inciuding
s brochure catled Bright |deas for
Big Energy Savings. The brochure
is available for all customers,

but is particulariy focused on
customers experiencing hardship.
It complements the interactive
energy efficiency tools available
on our website, which enable
customers to compare the costs
of operating household appliances
and provides tips on how to reduce
energy use and costs

Aclions
= All electricity consumed in AGL offices across Australia 1s
greenhouse neutral;

= 20% of greenhouse gas emissions produced by AGL vehicles
ara offset;

a Alt employee vehictes parked at AGL's head office car park have
ermissions offset through employee subscriptions to Greenfieet; and

= Significant growth in green accredited power residential customers
to over 27,000 by June 2006.

Fartvicipztine in nolicy dabat2

In April 2006, AGL, together with WWF and Frontier Economics,
added to the depth of public policy debate on greenhouse gas
emissions with the publication of a repart that measured the costs
of reducing greenhouse gas emissions in the Austrahan electncity
sector The report. Options for Moving Towards a Lower Lrmission
Future, found it would cost between $0.43 and $2 per person
per week to reduce greenhouse gas emissions in the electricity
sector by 40% from current levels by 2030.
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A. AGL’s approach to Corporate Governance

A1 Overview

The AGL Board (the Board) considers best practice corporate governance
standards support sustainable performance by AGL over time. The Board
is committed to best practice standards of governance underpinning how
AGL conducts its business

In determining what 15 best practice governance for AGL. the Board
has taken mto account the Australian Stock Exchange (ASX) ‘Corparate
Governance Council, Principles of Good Corporate Governance and
Best Practice Recommendations’ of March 2003, the Corporations Act
2001 (including CLERP 9 amendments) and other related best practice
guidelnes The Board's phdosophy 1s to adopt principles, practices and
recommendations that are in the best interests of AGL's stakehciders.
Consistent with the ASX Best Practice Recommendations, AGL's
corporate governance practices are regularly reviewed and are avalable
on AGL's website

A.2 Compliance with ASX Corporate Governance Council's Best
Practice Recommendations
The ASX Listing Rules require listed companies to mnclude in their Annuat
Report a statement regarding the extent to which they have adopted the
ASX Corporate Governance Council Best Practice Recommendations. To
the extent that companies do not adopt any of the Recommendations,
they must identify these and provide an explanation for the difference in
approach to governance practices.

The Board considers that AGL comples with the Best Practice
Recomrendations, This statement prowvides detals of AGL's adaption,
during the reporting periad, of the Best Practice Recommendations.
1t addresses each principle and describes AGL's response.
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ASX Corporate Governance Council Best Practice Recommendations

Principle 1 Lay solid foundations for management and oversight
Principle 2 Structure the Board to add value

Principle 3 Promote ethical and responsible decision making
Principle 4 Safeguard integrity in financial reporting

Principle 5 Make timely and balanced disclosure

Principle & Respect the rights of Shareholders

Principle 7 Recognise and manage risk

Principle 8 Encourage enhanced performance

Principle 9 Remunerate fairly and responsibly

Principle 10 Recognise the legitimate interests of stakeholders
Principle 1:

Lay solid foundations for management and oversight

Principle 2:
Structure the Board to add value

Principle 8:
Encourage enhanced performance

B. Board of Directors

B.1 Membership and expertise of the Board

The Board is comprised of seven non-executive directors and one
executive director who have a broad range of skils and expertise. The
Managing Director is the executive Director and Chief Executive of AGL.
The Board's size and composition is subject to lenits imposed by AGL's
Constitution which provides for a minimum of three Directors and a
maximumof ten The Direciors of AGL at any time during the financial year,
or since, are listed below with a brief description of ther qualifcations,
expenence and special responsibilities.

ASX Corporate Governance Council’s (ASXCGC's) Best Practice
Recommendotion 2.1




The AGL Board (the Board) considers best practice

performance by AGL over time. The Board is
committed to best practice standards of governance
underpinning how AGL conducts its business.
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“Mark Johnson LLB MBA — Chairman, Age 65

Term: Non-executive Director since 1988 Appointed Chairman
on 3 December 2003 following appaintment as Deputy
Chairman in October 1996

Independent: Yes.

Committees: Chairman of the Pecple and Performance, and Health,

Safety and Environment Committees

Deputy Chairman of Macquarie Bank Limited (commenced
as a Director in 1987) and Chairman of Macquarie
tnfrastructure Group (commenced as a Director in 1898)
He 15 also Charman of the Austratian Strategic Policy
Institute and a Director of the Victor Chang Cardiac Research
Instilute.

Directorships;

Paul Anthony Managing Director, Age 50

Term: Appanted Managing Director from 1 May 2006
independent; No

Comrmittees: Member of the Health, Safety and Environment Committee
Directorships: AGL Energy Limited (commenced on 23 May 2006).
“xperience:  Paul joned AGL n April 2006 after a successful

mternational career in both executive and non-executive
positions in the energy sector. He 15 the previous
Managing Oirector of listed New Zealand energy
company, Contact Energy and has a deep knowledge
hase of running successful businesses in derequlated
electriaity and gas markets.

Charles Allen AO MA MSc, Age 70

Term: Non-executive Director since 1996.
Independent:  Yes.
Committees: Member of the Audit & Risk Management and Health,

Safety and Environment Committees

Charman of Air Liquide Austraka Limited as of August
2005 {commenced as a Director in Apri 1398)

Retired as Managing Director of Woodside Petrofeum
Limited n 1996 Within the last three years he was a
Director and Charman of National Austraha Bank Limited
{commenced n 1992, retired in 2004), a Director of
Amcor Limited (commenced in 1996, retirred on 28
October 2005} and of Earthwatch Australia.

Directorships:

Experience:

Sir Ronald Brierley, Age 69

Term: Non-executive Director since 1987,
Independent; Yes.
Committees: Member of the Health, Safety and Environment Committee.

Chairman of Premier Investments timited (commenced in
2002} and a Director of Tooth & Co Limited (commenced
in 1994). IMis offices overseas include Charman of
Guinness Peat Group plc. He will retire as a Director of
AGL in October.

Previously he was a Director of Adsteam Marine Limited

Directorships:

Experience:

David Craig BEc CA, Age 57

Term: Non -executive Director since 11 May 2005.

Independent: Yes.

Committees: Member of the Audit & Risk Management and Health,
Safety and Environment Committees.

Experience:  Dawd is about to complete his role as CFO of the

Australand Property Group and commences as CFO of
the Commonwealth Bank of Australia n September 2006
He will retire as a Director of AGL in October. He was
previousty Glabal Transition Finance Leader for I1BM's
Business Consulting Services and Global CFO of
PWC Consulting.

Carolyn Hewson BEc (Hons) MA, Age 51

Term: Non-executive Director since 1996
independent: Yes.
Committees: Member of the Audit & Risk Management and Health,

Safety and Crwvironment Committees

Dirgctor of Westpac Banking Corporation (commenced in
2003).

Community involvement incfudes board or adwvisory roles
with the YWCA NSW, the Royal Humane Socety of
New South Wafes and The Australan Charities Fund,
Within the last three years she was a Director of CSR
umited (commenced in 1995, retired on 14 July 2005)
and also a mermber of the Economic Development Board
{South Australia)

Directorships:

Experience:
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Max Ould BEc, Age 59

Term: Non-executive Director since 2004.
Independent; Yes,
Committees: Member of the People and Performance, and Health,

Safety and Environment Committees.
Directorships: Director of Pacific Brands Limited {commenced 1n 2004),
Foster's Group Limited (commenced in 2004} and
Goodman Fielder Limited (commenced in November 2005).
Previously he was Managing Director of National Foods
Limsted.

Experience:

Graham Reaney BCom CPA, Age 63

Term: Non-executive Director since 1988.
Independent: Yes
Committees: Chairman of the Audit & Risk Management Commiitee,

member of the People and Performance, and Health,
Safety and Environment Committees.
Directorships: Charman of PMP Limited (commenced n 2002}, a
Director of St George Bank Limited (commenced in
1996) and a Director of So Natural Foods Australia
timited (commenced in 2001)
Retired as Managing Director of National Foads Limited n
1996, prior to which he was Managing Director of {EL.

Experience;

The Board met eight times during the year. Directors’ attendances are set
out on page 40 of this Annual Report In addition. due to the proposed
demerger of AGL's business and the subsequent decision to merge the
infrastructure businesses of AGL and Alinta, the Board had 17 special
Board meetings. This was in addition to the Directors attending numerous
_nformat meetings and tefeconferences.

ASXCGC's Best Practice Recommendation 2.5

B.2 Board responsibilities

The Board of Directors 1s accountable to Shareholders for the performance
of the AGL Group of companies In carrying cut its responsibilities, the
Board undertakes 1o serve the interests of Shareholders honestly, fairly.
diligently and in accordance with applicable laws, while having due regard
to the interests of employees, customers and the broader community
{taken from the Board Charter).

The Board's respensibilities are encompassed in a formal Charter published
on AGL's website The Charter is rewewed annually to determine whether
any changes are necessary or desirable There have been some changes
to the published Charter but they are not material and describe existing
practices of the Board The major powers the Board has reserved to itself
to fulfil its responsibilities to Shareholders are.

» Review and approve the strategic direction of AGL with management
and monitor management’s implementation of that strategy;

= Monitor financial outcomes and the integrnity of reporting, and in
particular, approve annual budgets and longer-term strategic and
business plans;

» Set specific hmits of authority for management to commit to new
expanditure, enter contracts or acquire businesses;

= Monitor the effectveness of AGL's audit, nsk management and
compliance systems that are in place to protect AGL's assets and {0
minimise the possibility of AGL operating beyond legal requirernents or
beyond acceptable risk parameters,

= Monitor compliance with regulatory requirements (including continuous
disclosure) and ethical standards, including reviewing and ratifying codes
of conduct and compliance systems;

= Select and appoint (and, if appropriate, remove from office) the CEOQ,
determine conditions of service and monitor performance against
established objectives, :

= Ratify the appointment (and, if appropriate, the removal from office) of
the Chief Financial Officer (CFO) and the Company Secretary;

= Approve conditions of service and performance menitoring grocedures
to apply to senigr management;

=Review senior management succession planning and developmen:
reqularly; and

» Provide effective and timely reporting to Sharehelders

ASXCGC's Best Practice Recommendation 1.1

B.3 New Directors

The Board 1ssues a formal letter of appontment for new Directors setting
out the key terms and conditions relevant to that appowtment, and
the expectations of the role of Director. New Directors also receive an
induction pack which provides key details about AGL and they receive
briefings from AGL management about all aspects of the business.

ASXCGC's Best Practice Recommendation 1.1

B.4 Selection and role of the Chairman
The Chairman is selected by the Board. The roles of Chairman end CEQ
are not exercised by the same individual

The Chairman presides over Board and Generat Meetings of AGL. He/She
has the task of making sure that the Board is well nformed and effective,
and that the members, individually and as a group, have the opportunity
to ar differences, explore ideas and generate the collective views ant
wiscdom necessary for the proper operation of the Boara and AGL.

The Chairman is responsible for meetings being conducted competently
and ethically, and 1s expected to provide effective leadership in formuiating
the stratege direction of AGL.

The Charman must ensure that General Meetings are conducted
efficiently, and that Shareholders have adequate opportunity {o air their
views and obtain answers to their gueries,

Ameng the Chairman's other responsitilities are to:

s See that new Board members are well briefed and have access to
information on all aspects of AGL's operations;

s Be the Board's representative in dealings with management ensuring
that s views are communicated clearly and accurately;

» Act as the primary counsellor to the CEO; and

u Represent the views of the Board externatly on appropriate sccasions.

ASXCGC's Best Practice Recormmendation 2.3, 8.1
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B.5 Delegation to the CEO )

The Board delegates responsibility for implementing the strategic direction
and for managing the day-to-day operations of AGL to the CEQ. There
are clear lines of communication established between the Chairman and
CEQ to ensuie that the responsibilities and accountabxlitles of each are
. clearly understood.

The CEO has a formal service coritract setting.out duties, responsibifities,
rights, conditions of service and termiination entitlements. The conditions
of service require the permission of the Chairman to be sought before any
outside appointment can be taken up by the CEO. .

The CEOQ, has personal objectives as well as objéctives related to business
units and AGL as a whole. Performance is assessed agairist those objectives
on an annual basis, or more frequently if that is indicated.

) ‘T\'hé, assessment and monitoring of the CEQ is handled by the Ghairman
_ith the assistance of the People and Performance Committee. The

Committee makes. an initial assessment ahd recommendation to the
Board, After discussion the Chairman communicates the Beard's views
to the CEO. ’

ASXCGC’s Best Practice Recommendation 1.1

B.6 Director independence -

All current non-executive members of the Board are independent. In
determining independence the Board has. regard to the guidelines on
director independence in the ASX Corporaté Governance Council Best
Practice Recommendations and other best practice guidelines.

The Board has specifically considered the 1ndependence of all non-
executive Directors. The Board has determined that éach non-executive
Direcior, including those whose tenure exceeds ten years, remains
independent. In forming this view the Board had regard to the conduct
~of Directors in Board meetings as well as dtscuss:ons with Directors

' regarding their independence.

Specific arrangements are in place to deal with any conflict of interest
issues that may arise with the Chairman over his role as Deputy Chairman
F Macquarie Bank and the possible provision of investment banking
~ services by Macquarie Bank Llrmted

Since the previous year, no Dlrector has recelved or become entitled to
receive a beneft because of a contract between any company in the AGL
Group and the Director, or a firm in which the Director s a substantial

" meimber; or an entity in which.the Director has a substantia! firiancial

interest, other than:

=i the case.of non-executive Directors; remuneration is disclosed on

pages 50 and 51 of this Annual Report which includes participation in-

the Shareholder approved AGL Share Purchase Plan; and
= In the case of the CEQ a contract of employment and the Shareholder
approved entitlements under the Long—Térm Incentive Plan.

ASXCGC's Best Proctice Recommendation 2.1, 2.2, 2.5

B.7 Review of Board performance

AGL has processes in‘place to review the performance of the Board and
Directors. Each year the Board devotes time to consideration of broad
corpofate’ ‘governance matters, mcludmg the continuing refevance of
emstmg committees and to reviewing its own and individual D|rectors

performances. The Chairman is respensible, in the first instance, for
monitoring the contribution of individual Directars and counseltirg them
on any areas for improvement. In this he is assisted by the People and
Performance Committee, In turn, individual Directors- use an appraisal
form to assess the performance of the Board and the Chairman,

ASXCGC's Best Pmctice Recommendation 8.1

B.8 Director education and access to independent
professional advice o '

Directors have unfettered access to AGL records and information
reasonahly nécessary to fulfil their responsibilities. Directars also have
access to the Cornpéiny Secretary on any matter relevant to their role
as a non-executive Director. In addition, the Board has access to other
relevant senior fmanagement to seek explanations and information, They
receive regular detailed reparts on financial and opérational aspects of
AGL's business and may request efaboration or explanation of those
reports at any time. Each Director has the added right to seek independent
professionat advice at AGL's expense. Prior approval of the Chairman is
required but this may not be unreasonably withheld,

As set out at B.4. the Chairman is responsible to see that new Board
members, are well, briefed and have access to information on all aspects
of AGL's operations. Directors and senior management are encouraged
to broaden their knowledge of AGL's business and to keep abreast of
developments in business more generally by attendance at relevant
courses; seminars, conferences, etc. AGL meets expenses involved in
such activities.

ASXCGC's Best Proctice Recommendation 2.1, 2.5, 8.1

B.9 Board succession

Succession planning for the Board is reviewed regularly first by the People
and Performance Committee and then by the Board. The Board has been
irmplernenting a Board renewat program. Now that the corporate direction

of AGL is clear, the Board has expedited its consideration of new suitably

qualified and experienced non-executive Directors for appomtment to
the Board of new AGL.

It remains important that this is staged to ensure an orderly transition and
enable new Directors to gain-the necessary knowledge base given the
long-term-and cyclical nature of factors influencing the business such as

- regulatory decisions and long-term gas supply arrangements like PNG gas.

i considering potentidl new Directors to commend 'to. Shareholders, the
Board seeks to identify candidates with appropriate skills and experience

" ta contribute to the effective direction of AGL, who can exercise an

independent and informed judgement on matters which come to the
Board, and be free of any business or other relationships that may interfere
materially with the exercise of that independentjudgement.

As set out at B.3, new Directors receive formal letters of appointment
from the Chairman that set out the key terms and conditions relative to
that appointment and the expectations of the role of Director.

ASXCGC's Best Practice Recommendation 2.3, 2.5
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C. Board Committees

To assist it in carrying out its responsibilities the Board has established
three standing committees of its members. They are.

= Audit & Risk Management Committee;
» Peopte and Performance Committee, and
= Health, Safety and Environment Committee.

Each Committee has a Charter that outlines its responsibilities.

ASXCGC's Best Proctice Recommendation 1.1, 2.4, 4.2, 9.2

C.1  Audit & Risk Management Committee

The Board has established an Audit & Risk Management Committee,
comprising four non-executive Directors, all with appropriate and relevant
financial expenience. They are Graham Reaney {Charman), Charles Allen,
Carolyn Hewson and David Crarg. Their quatifications are disclosed at B.1.

The Committee has a formal Charter that has been reviewed by the
Cornmittee and the Board. This Charter 1s avaitable on AGL's website.

The CEQ, CFO, General Manager Finance - Corporate, General Manager
Group Strategic Risk, Manager Group Audit and the external auditor
attends Committee meetings at the discretion of the Commuttee The
Committee meets privately with the external auditor on general matters
concerning the external audit, and other related matters, including when
consdering the half-year and full-year financial reports.

The Company Secretary is the secretary to the Committee

The minutes of each Committee meeting are reviewed at the subsequent
meeting of the Board and the Chairman of the Commiitee reports on the
Committee’s conclusions and recommendations.

The primary function of the Audit & Risk Management Commttee 1s to

assist the Board of Directors in fulfilling its responsibilities to Sharehoiders

by

» Monitoring the integrity of financial reporting;

= Monitoring and reviewing the effectiveness of Group Audit;

= Overseeing and recommending tc the Board matters in relation to the
external auditor,

= Monitoring and reviewing the external auditor's qualifications,
performance and independence,

= Maintaining and overseeing a sound system of internal controls based on
the adoption by the Board of a risk-based approach to the identification,
evaluation and management of risks that are significant to the fulfiment
of AGL's business objectwes; and '

» Reviewing AGL's internal controls.

To futhl 1its responsibilities and duties the Audit & Risk Management

Committee

Financiat Reporting Pracesses

s Reviews and discusses with management and the external auditor
the half and full-year fnancial reports, including notes te the financial
accounts and other disciosures, and recommends to the Board whether
the financial reports should be issued;

» Reviews AGL's accounting and financial reporting practices, including
the effect of changes in accounting standards and practices, ASX fisting
requirements and corporate legistation. This includes discussing with
managernent and the external auditor the application of those practices
and standards to the AGL Group's inancial reports:

» Reviews and discusses with the external auditor their report regarding
significant findings in the conduct of their audit and management’s
respanse;

» Discusses with management and the external auditor any major I1ssues
relating to the system of internal controls over financial information; and

s Discusses with management and the external auditor the process and
related information supporting the statements to the Board by the CEO
and CFQ, that AGL’s financial reports present a true and fair view, in all
materiat respects, of AGL's financial condition and operational results,
and are in accerdance with relevant accounting standards (AS)"/
Corporate Governance Council, Principle 4.3). :

Oversight of external auditor

» Recommends to the Board the selection and termmation of the external
auditor subject to Shareholder approval;

» Reviews the annual audit plan with the external auditor and approves the
plan and audit fees;

= Reviews and discusses with tha external auditor any matters relating to
the conduct of the audit, including responses from management;

= Receives and reviews quarterly reports on non-audit services to ensure
compliance with the Board's policy on mantaining the independence of
the externaf auditor;

» Reviews annually the Board's policy on maintaining the independence of
the external auditor and recommends any changes if necessary;

» Reviews the performance of the external auditor having regard to the
skills and capabilities of the lead external audit staff; and

a Has the external auditor reporting directly to the Committee.

Risk management

= Reviews and approves AGL's risk management policy and framework for
identifying and managing risk; ‘

» Monitors the effectiveness of the risk management framework and
the system of internal contral. As part of monitoring and assessing the
effectiveness of the system of internal control, the Committee regularly
receives and reviews reports on internal controf, particutarly those
included in the Annual Report;

wReviews at least annually the Group's implementation of the risk
management policy and framework, and

s Discusses with management and the General Manager Group Strategic
Risk and the Manager Group Audit, the process supporting the
statements 1o the Board by the CEO and CFO that the integrity of
financial statemants is founded on a system of risk management and
internal compliance and control, and that AGL's risk management and
internal compliance is operating efficiently and effectively in all matersal
aspects (ASX Corporate Governance Councit, Principle 7.2},

Internat audit

= Reviews the appointrment and replacement of the Manager Group Audit;

» Qversees, reviews and approves the scope of the annual internal audit
plan: and




= Reviews and discusses with the Manager Group Audlt SIgnlﬁcant internal
- audit reports.

Legislative comgpliance

» Monitors the development and ongoing review of appropriate legisfative
compliance programs where applicable; and

» Receives, reviews and discusses with management requldr reports on
legislative compliance,

Review

» The Commitiee conducts a review of its performance annually as part of
the overall Board performance assessment process,

The Committee met four times during the year. Directors’ attendances
are set out on page 40 of this Annual Repart.

ASXCGC's Best Proctice Recommendation 4.2, 4.3, 4.4, 4. 5 7.1

22 Peop!e and Performance Committee

The Board has established a People and Performance Committee
comprising three non-executive Directors, Mark Johnson (Chairman),
Graharn Reaney and Max Quid. The Committee has a formal Charter that

is reviewed regularly A copy of that Charter is available on AGL's website.

The purpose of the Committee is to review and ratify remuneration and
peop!e policies, procedures and programs designed to:

= Meet long-term people needs through effective talent management
and succession planning;

s Achieve clear alignment between-the needs and requirements of key

i st'ékehoider groups (ie. customers, Shareholders and communities) and
the objectives and values of AGL people;

a Reward AGL people for excellent performance and keep them committed
and motivated;

» Encourage teamwork and shared learring;

» Foster the growth of AGL people to enable them to reach their ful
potential through performance management, development and
training; .

nAchieve compliance with relevant legislation and corporate governance
‘principles on remuneration practices and employment pelicies; and

e Effectively overview remuneration practice, including incentives,
superannuation and retirement benefits, for people at all levels, enabling
AGL to attract and retain people who create value for Shareholders.

The Committee is responsible for making récommendations tg the Board

as follows:

Recommendations to the Board relating to Board matters

» Reviewing strategic issues and commercial changes that impact AGL and
the energy sector {o determine the most appropriate structure, size,
composition and tenure of the Board;

= Maintaining a healthy balance of skils, knowledge and experience
across the Board by recommending new appointments and ongoing
developrnent for Directors; ‘

= Determining Board performance assessment criteria and assessmg

performance;

= Rewarding Directors responsibly and fairly for their individual
- contributions to enhancing AGL" performance;

. Recommendlng to the Board appointment and removal of Directors for
the consideration of a General Meeting of Shareholders;

» The time required to be commrtted ta AGL busrness by non-exacutive
Directors; and

a Recemmending in relation to Board succession, planning and Director
remuneration policy.

Recommendations to the Board relattng to the CEO

. -w Setting and reviewing performance objectives for the CEOand evaluatlng

“his/her contribution and efféctiveness;

= Rewarding the CEO responsibly and fairly for his/her contribution to
enhancing AGL's performance; and :

» The recruitment, retention and termination polrcres and procedures for
the CEQ. :

Recommendations to the Board refating to the senior leadership team

» Reviewing the CEQ's recormnmendations on senior leadership remuneration
and reward, and on succession plans for key senior positions within
AGL; o .

s Maintaining a balance of skills, knowledge and experience across the
senior leadership team, through reviewing recommended structures,
new appointments and assessing ongoing leadership development; and

» The recruitment, retenticn and- termination policies and procedures for
members of the senior leadership teamn.

Recommendations to the Board on AGL philoéophy and policy issues

» Providing counsel and guidance to the business in relation to talent,
succession planning and performance management; and .

= Monitoring remuneration policies and practices to ensure they enable
AGL to attract and retain people whao Create value for Shareholders and
who uphold and develop the culture of AGL,

The Committees met six times during the year. Directors’ attendances are
set.out on page 40 of this Annuja[ Report. The Committee may makg use
of external consultants if that is deefned appropriate.

ASXCGC’s Best Practice Recommendations 2.4, 2.5, 8.1, 9.2, 9.5

C.3 Health, Safety and Environment Committee

The Beard meets as the Health, Safety and Environment (HSE) Committee,
in order to review the adequacy and effectiveness of AGL's health, safety
and enwironmental management systerns. The Chairrnan of the Board is
the Committee’s Chairman. The Committee meets at least twice a year,
with additional meetings scheduled on an“as needs’ ba5|s The.Committee
has.its own formal Charter.

The primary function of the HSE Committee is to set and review the
implementation of AGL's HSE strategy including:

» Monitoring and reviewing AGL's commitment to the health and safety
of its people;

» Reviewing AGL's environmental priorities and commitments, including its
greenhouse gas strategy; and

» integration of these priorities within AGL's corporate strateqy, risk
management framewaork, and pecple and culture priorities.




corporate governance.

To achweve this, the Committee 1s responsible for:

Health and safety management systems

= Reviewmng and monitoring the effectiveness of AGL's HSE management
system, including the adequacy of processes for identifying, assessing
and avoiding HSE risk;

= Monitoring HSE performance, including lead and lag indicators with a
view to providing a desirable outcome for Shareholders, customers,
employees and the community;

» Monitoring AGL's compliance with relevant HSE legislation and its HSE
Palicy;

= Reviewing extreme and very high HSE risks and sssues, and action plans
put in place to reduce risk and prevent future incidents;

s Reviewing AGL's heaith and safety initiatives and programs, and their
su¢cess; and

» Considering reports submitted by management on health and safety
performance and issues.

Environment

= Reviewing AGL's environmental principles and policies;

s Reviewing AGL's enwironmental and greenhouse gas footprint and
tracking performance indicator trends,

« Reviewing prionty goals and targets and monitoring implementation; and

aConsidering reports submitted by management on environmental
performance and issues.

Reporting
The Board Committee will action the preparation of any reports required
by law or requested by the AGL Board,

The Chairman of the Board Committee will attend the AGM to respond to
any Shareholder questions on the Board Committee’s activities.

To the extent the Board Committee deems necessary, it may, at AGL's
expense, retain ¥egal, accounting or other advisors. The Board Committee
15 authorised to seek any information it requires from any employee of
AGL in order ta perform its duties.

Review

The Commuttee and the Board reviews the performance of the Commuttee.
The Committee's Charter s reviewed at least every two years. Any
changes required are to be approved by the AGL Board.

The Committee met two times during the year. Directer's attendances
are set out on page 40 of this Annual Report.

Principle 3:
Promote ethical and responsible decision making

D. Ethical and responsible decision making

AGL 15 committed to conducting all its business ethically and responsibly.

. continued

D.1 AGL Code of Conduct

AGL has a Code of Conduct that applies te Directors as wellas employees itis
also part of the induction pack for new Directors. New employees are required
to confirm they have reviewed and are aware of AGL's Code of Conduct.

It s the Board's objective that all deatngs wath Shareholders, staff,
customers, regulatory authonties and the community should be conducted
hanestly, fairly, diligently and in accordance with all gpplicable laws. Any
departure from such practice is treated very seriously. The Code provides
amechamism to enable employees to report breaches of the Code without
any fear of retribution.

The encouragement of ethical conduct, not only by edict. but also by
example from alt involved in AGL is fundamental.

AGL has an internal Ethics Panel that oversees the application of the
Code of Conduct in AGL, including dealing with breaches of the Code
monitoring compliance and recommending amendments to the Board.-
The Ethics Panel oversaw a rewised Code of Conduct which was published
in 2005 on AGL's website.

AGL has mcorporated ethics sessions into its Senior Leadership Program
and Emerging Leaders Program.

AGL has a commitment to diversity and has a policy on this issue. AGL
has also intiated a Diversity Support Line. Expanding this service to meet
AGL's abligations in relation to "whistle blowing’ and questions of ethics is
being considered.

The Code of Conduct is available on AGL’s website.
ASXCGC's Best Practice Recommendation 3.1, 3.3, 10.1
D.2 Policies on share trading and conflicts of interest

AGL has policies on share trading by Directors and senior managars as
well as conflicts of interest. These are avaitable on the AGL's website.

ASXCGC's Best Practice Recommendation 3.7, 3.2, 3,3

Principle 4:
Safeguard integrity in financial reporting

E. Financial reporting

£.1 CEO and CFO statements on financial reports

The CEQ and the CFO provide detaied written undertakings to the Board
confirming that AGL's financial reports present a true and fair view, in all
matenal aspects, of AGL's financial positlon and are in accordance with
relevant accounting standards.

ASXCGL's Best Practice Recommendation 4.1




E.2 Audit & Risk Management Committee

As sot out above at C1, the Board has established an Audit & Risk
Management Committee with a formal charter, comprising four non-
executive Directors, ali with appropriate financial experience. They are
Graham Reaney {Chairman). Charles Allen, Carolyn Hewson and Dawid
Craig. Thewr qualifications are disclosed under B.1.

ASXCGC's Best Practice Recommendation 4.2, 4.3, 4.4

E.3 Externa! auditor

The Audit & Risk Management Committee has oversight of the external
auditor and therr responsibilities are set ocut at C.1. AGL's external
auditor 5 Deloitte Touche Tohmatsu. Deloitte Touche Tohmatsu
was agpointed in October 1995,

E.4 Non-audit services

The Board has a format policy an the prowsion of auditing and related
services. Specifically, the external auditor s precluded from providing
any services that might threaten their independence or conflict with
therr assurance and compliance role. Quarterly reports on the provision
of auditing and related services are provided to the Board through the
Audit & Risk Management Committee. Directors are satished that the
provision of $1,986,000 of non-audit services by the external auditar is
compatible with the general standard of independence for auditors.

The policy and procedures in place, and the review by the Audit & Risk
Management Committee, enable Drrectors to conclude that non-audit
services provided did not compromise the external auditor's independence
requirements under the Corporations Act 200%. There is also in place
an agreed rotation palicy for the senior auditor of Deloitte Touche
Tohmatsu. The external auditor annually provides a letter to the Company
Secretary on ther independence within the meaning of retevant legistation
and professional standards. No officers of AGL were partners or directors of
Deloitte Touche Tohmatsu during this reporting period.

ASXCGC's Best Practice Recommendation 4.5

Princlple 5:
Make timely and balanced disclosure

F. Market disclosure

F.1 ASX Listing Rules disclosure

A continuous disclosure regme operates throughout AGL and s
docurnented in AGL's Market Disclosure Policy and Market Disclosure
Plan the Policy and Plan are in place to ensure matters that a person
could reasonably expact to have a matenal effect on the share pnce
are announced to the ASX in a timely manner The Market Disclosure
Policy describes AGL's continuous disclosure obligations and how they
are managed by AGL, as well as how AGL commuricates with financial
markets. It 1s avalable on AGL's website. The Policy 15 complemented by
the Market Disclosure Plan which gives effect toit.

ASXCGC's Best Practice Recommendation 5.1, 5.2

£.2 Market Disclosure Committee

As part of its Market Disclosure Plan, to give effect to the Market
Disclosure Policy, a Market Disclosure Committee has been established.
This is a serior managerment comaittee, and comprises the CEQ, Company
Seeretary (the nominated Continuous Disclosure Officer), CFO and Head
of Investor Relations. The General Counsel 15 an ad hoc member who
attends where there are legal matters to be discussed. The Continuous
Disclosure Officer 15 the Convenor. The purpose of the Commitice is
to help AGL achieve its objective to establish, implement and supervise
continuous disclosure withn AGL.

The Committee s respansible Tor ensuring that all AGL announcements
are made in a timely fashion, contain material information as well as being
objective and factual, and are clearly written to allow investors to assess
the impact of information on ther investment decisicns

Business Unit Disclosure Officers have been apponted to each Busingss Unit
to co-ordinate the provision of matenal nformation to the Convenor of the
Market Disclosure Cornmittee. The Committee has endarsed Materiality
Gudelines, which are avalable to employees to enhance their understanding
of what may be matenal information for disclasure purposes

ASXCGC's Best Practice Recommendation 5.1, 5.2

F.3 Accountability

The Company Secretary as the nominated Continuous Disclosure Officer
reports to the Board quarterly on matters that were either notified or
not notihied to the ASX in the event a decision is made not to notify the
ASX of a particular event or development, the reasons for not doing so
are advised to the Board Directors recewve copies of all announcements
immediately after notification to the ASX. All ASX anncuncements are
posted on the AGL website.

Dwect reports to the CEQ also confirm i writing to the Board, on a quarterly
basss, that matters which rreght need to be disclosed have been brought to
the attention of the Contnuous Disclosure Officer for review.

ASXCGC's Best Practice Recommendation 5.1, 5.2

F.4 Financial market and media communications

Communication with the inancial market is the responsibility of the CEQ,
CFQ and Head of Investor Relations. Communication with the medi is
the responsibility of the CEQ, Head of External Affairs and the Media
Refations Manager. The Market Disclosure Policy covers briefings to
institutional investors and stockbroking analysts, general briefings, one-
on-one bnefngs, blackout periods, cornpliance and review as well as
madia briefings. The Market Disclosure Plan provides further guidance on
how to give effect to the Market Disclosure Palicy.

ASXCGC's Best Practice Recommendation 5.1, 5.2




corporate governance.

Principle 6:
Respect the rights of Shareholders

G. Shareholders

G.1 Communication with Shareholders

AGL endeavours ta keep its Shareholders fully informed of matters likely
to be of interest ta them. it does this through:

= Reports to the ASX and the media;

» Half-year and full-year profit announcements;

s Annual financial reports;

w Information provided to analysts which 1s refeased to the ASX,

» Webcasting of half-year and full-year financial report presentations; and
= Webcasting of the Chairman's address to the AGM

All the above are on the AGL website. Shareholders have been given the
opportunity to provide ther emait addresses to AGL to enable them to
receive reports and announcements made to the ASX without delay.

The Investor Centre section of the AGL website contans an extensive

cotlection of resources for Shareholders. Infermation available includes:

» An archive of Annual Reports;

w Details from recent General Meetings (including Resotutions, Charman’s
Address, Notice of Meeting, Chairman's Letter and proxy formy);

» Results for the current year and performance graphs;

= Presentations given by the CEO and the AGL Leadership Team,

» Corporate governance items, including the Board Charter, AGL Code
of Conduct, ASX Principles of Geod Corporate Governance and Market
Disclosure Policy,

w» Share price graphs and dividend payment history;

w Information on how to become a Shareholder and how to subscribe to
AGL Shareholder cornmurications including the Information Club; and

» Investor calendar.

At the AGM, the Chairman encourages questions and comments from
Shareholders and seeks to ensure the Meeting is managed to give the
maximum number of Shareholders an opportunity to participate. in the
interests of clanty, questions on operational matters may be answered
by the CEO ar another approprate member of senior management. New
Directors or Directors seeking re-election are also gwen the opporiunity
to address the Meeting.

At the last AGM, Shareholders were asked by the Board whether
they wouid provide feedback to # on a Sharcholder Feedback form.
Shareholders provided constructive and helpful feedback. Therr deas
regarding 1mproved reporting underpin the Board's commitment to
provide Shareholders with information that is helpful to them.

In addiwon the Board seeks feedback from AGL's largest insptutional
investors about ther expectations of AGL. The Board has alse sought
feedback during the year from a cross section of retail and smaller
Shareholders on ther views of AGL This process of feedback is very
important in informing the Board of the views of AGL's investors

ASXCGC's Best Practice Recommendation 6.1

" continued

G.2 External auditor’s attendance at the AGM

The external auditor attends AGL's AGM  Shareholders may submit
written questions to the auditor to be considered at the AGM in relation
to the conduct of the audit and the preparation and content of the
Independent Audit Report by providing the questions to AGL at lezst five
business days before the day of the AGM, Shareholders are also given a
reasonable opportunity at the AGM to ask the auditor questions relevant
to the conduct of the audit, the independent Audit Report, the accounting
policies adopted by AGL and the independence of the auditor

ASXCGC's Best Practice Recommendation 6.2

Principle 7:
Recognise and manage risk

H. Managing risk

H.1 Audit & Risk Management Committee

As set out at C.1, the Board has established an Audit & Risk Management
Committee , compnising four non-executive Directors, all with appropriate
financial experience They are Graham Reaney (Chairman), Charles Allen,
Carolyn Hewson and Dawid Craig. Therr qualtfications are disclosed at 8.1.

ASXCGC's Best Practice Recommendation 4.2

H.2 Risk management policy and program

Any company faces a wide variety of nsks depending on the nature of its
operations and the regions in which it operates. AGL has a formal holistic
enterprise wide risk program based on Standards Australia’s AS/NZS
4360:2004 (Risk Management),

This program (s supported by AGL's Risk Management Policy, which has
been endorsed by the Board on the recommendation of the CEO and the
Audit & Risk Management Committee. AGL's Risk Management Policy s
available on the website

ASXCGC’s Best Practice Recommendation 7.1, 7.3

H.3 Risk management roles and responsibilities

APeakRisk Management Committee comprising AGL's senior managemant
monitors and oversees the continuous improvement of nsk identihcation,
assessment, treatment and reporting, including legislative compiiance.

AGL's Group Strategic Risk department supports AGL's business units
in the implementation of the AGL-wide risk management framework.
AGL's Group Audit department performs regular audits of the internal
systems of control and risk management compliance across the Group.
These audits take account of both the nature and matenality of risk.
The Audii & Risk Management Committee review quarterly frepoarts
of the actwities and findings of Group Strategic Risk and Group Audit.
M outstanding audit issues are monitored through to satisfactory
completion The external auditor also reports findings on relevant risk
and control 1ssues to the Audit & Risk Management Committee and
to the Board on a six-monthly basis.

ASXCGC's Best Practice Recommendation 7.1, 7.3




H.4 Adoption of COSO model

AGL has adopted the Committee of Sponsonng Crganisations of the
Treadway Commission's repart, Internal Framowerk (COS0) model as 3
means of evaluating the effectiveness of its nsk management, internal
compliance and control systems as well as the effectiveness of their
rnplementation. This 15 complemented by the apphcation of Principles
7.1 and 7.2 from the ASX Corporate Governance Council Best Praciice
Recommendations Report.

ASXCGC's Best Proctice Recommendation 7.1, 7.3

H.5 Action to address any deficiencies

Where weaknesses have been identified, immediate action is taken
to address the deficency However, there are crcumstances where
corrective action 15 yet to be fully implemented and tested in these
arcumstances, ncreased monitering and review by management, Group
Strategic Risk and Group Audit have been mitiated to provide the Board
with assurance thal no material error or misstatement has occurred.

P

ASXCGC’s Best Practice Recommendation 7.1, 7.3

H.6 Written assurances from the CEO and CFO

The CEQ and the CFO have also provided the Board with written

assurances supplementary to their Principle 4.1 representation that:

u The integrity of the Financial Statements are founded on a sound system
of risk management and internal cemplisnce and control which, in all
material respects, implements the policies adopted by the Board: and

= The nsk managamant and nternal compliance and control systems of
AGL and the consolidated entity relating to financial reporting objectives
are operating efficiently and effectively, in all matenal respects.

Ernst and Young were engaged in 2005 to undertake a review of AGL's
assurance processes supporting the Principle 7 sign-offs, This was
instigated by the Board as part of its overall approach to safeguarding
the integnty in financial reporting. £rnst and Young's overall inding was
that AGL's processes and accountabilities for the ASX Principle 7 sign-off
werg in line with good practices established by other ASX100 companies.
AGL 15 continuously reviewing opportunities to imprave existing Principle
7 processes.

ASXCGC's Best Practice Recomnmendation 7.2

Principle 9:
Remunerate fairly and responsibly

I. Remuneration policies and packages

The Board has established a Pecple and Performance Committee to
consider and report on, ameng other things, remuneration policies and
packages applicable to Board members and to senior managers of AGL.
Three non-executive Directors, Mark Johnson (Chairman), Graham
Reaney and Max Ould are members of the Committee. The Commitiee
has a farmal Charter which is reviewed regularly A copy of that Charter 1s
avallable on AGL's website.

the full terms of reference of the Committee are detaled at C.2.

The CEQ attends rmeetings of the People and Performance Comrmittee
by invitation when required to report on and discuss senior management
performance and remuneration and related matters. A Remuneration
Report, raquired under Section 300A(1) of the Corporations Act 2001 ss
provided in the Directors’ Report on pages 42 to 51.

ASXCGC's Best Practice Recommendation 9.1, 2.2, 9.3,9.4,9.5

Principle 10:
Recognisa the legitimate interests of stakeholders

1. Legitimate interests of stakeholders

J.1  Code of Conduct

AGL has a Code of Conduct which sets out the behaviour required of
Directors, employees and contractors. The Code provides a mechanism
to enable employees to report breaches of the Code without any fear of
retribution. There 1s also in place the Ethics Panet that deals with breaches
of the Code, monitors compliance and approves amendments. The full
Code is published on AGL's website.

ASXCGC’s Best Practice Recommendation 10.1

1.2 Sustainability Report

AGL believes that a sustainable business is one that adds measurable
value by its financial success and its positive contribution to society as a
good corporate citizen.

In 2004. AGL published its first Sustainability Report This Report identified
goals, sirategies and the actmities of AGL's wholy-owned Australian-
based businesses and assets from 1 July 2003 to 30 June 2004 and
Isted actions for 200472005

This Report established the framework for ongoing public reporting about
the sustainabdity of AGL's social, environmental and economic activities.
Where appropriate, the Global Reporting imittative framework was used in
the construction of this Report.

AGL has:

»Been selected as an ndex component n the 2006 Dow lones
Sustainability World Index (DJSI World); and

» Met FTSE's corporate responsibifity criteria and 15 a constituent company
in the FTSE4Good Index Series. This Index 1s designed to identify and
facilitate mvestment n companies that meet globally recognised
corporate responsibility standards.

AGL also participated in the Corporate Responsibifity Index for the second
year and improved our autcome from 71.8% to 85 2%, the third biggest
improvement across all particpants in the Austrabian survey. AGL continues
to participate in the DJSI World Index survey AGL participated in these
two surveys in order to benchmark AGL's performance across a number
of categories with other utilities in Austrahia and the United Kingdom and
with other Australan isted comparies. Feedback assists 11 AGL improvang
its business performance for the beneft of Sharehalders
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directors’ report.

The Directars present their Report together with the Concise Financial
Report of The Australian Gas Light Company and its consclidated
entities, bowng AGL and its controlled entities, for the year ended
30 June 2006 and the Independent Audit Report thereon.

Directors
The Directars of AGL at any time during ar since the end of the financial
year are’
Non-Executive Directors
Mark tohnson
Charles Allen, AO
Sir Ronald Brierley
David Craig
Tony Daniels, QAM (retired on 18 October 2005)
Carolyn Hewson
Max Culd
Graham Reaney

If AGL Shareholders vote in favour of the Scherne of Arrangement o create
new AGL and new Alinta, Sir Ron Brierley will retire at the Scheme Meeting.
David Craig will also retire at the Scherme Meeting because he has been
appointed Chief financial Officer of the Commonweaith Bank of Australia,
Executive Directors
Paul Anthony {commenced as CEO on 3 April 2006 and
as Managing Director on 1T May 2006)
{retired as CEO and Managing Director on
28 February 2006)

Greg Martin

Details of the current Directors’ qualifications, experience, other
directorships and special responsbilities are set out on pages 29 and 30
of this Annual Report in the corporate governance section.

Directors’ Meetings

Directors’ Interests

The relevant interest of each Director in the share capital of the
companes within the consolidated entity, as notified by the Directors
to the ASX in accordance with Section 205G of the Corperations Act
2001, at the date of this Report is as follows:

The Australian Gas Light Company Ordinary Shares

Mark Johnson 198,366
Charles Allen, AQ 72,881
Paul Anthony 2,000
Sir Ronald Brierley 75,422
David Craig 3,241
Carolyn Hewson 51,386
Max Ould 12,805
Graham Reaney 90,460

Company Secretary

The Company Secretary, Jane McAloon, holds degrees in Economics
(Honours) and Law from Monash University, is a Fellow of the Chartered
Institute of Secretaries, 1s a graduate member of the Austraiian
Institute of Company Birectors and a member of the Institute of Public
Administration of Austrafia. She s a Drector of Austrahan Pipeline Limited
and was appoinied Company Secretary of AGL in August 2004. She 15
retiring from these positions on 25 August 2006 to become Company
Secretary for BHP Billiton Limited

fhe number of Directors’ Meetings (including meetings of Committees of Directors) and number of meetings attended by each of the Directors of AGL during
the financial year were as below. Directors also had around 60 informal meetings in relation to the orgnal demerger and the Recommended Proposal,

Reqular Board Special Board
Meetings Meetings

Mark Johnson 8 8 ’ 16 17
Charles Allen. AQ ' 8 8 15 17
Paul Anthony
from 1 hay 2006 1 ! L 1
Sir Ronald Brierley 6 8 8 17
Dawvid Craig 8 8 16 ) 17
Tony Daniels, OAM
to 18 October 2005 2 2 4 . *
Carolyn Hewson 8 B 17 17
Grog Martin
10 28 February 20068 6 6 6 7
Max Quld 7 8 15 17
Graham Reaney 7 8 17 17

Audit & Risk People and Health, Safety
Management Performance
Committee Committee

and Environment -
Committee ’
2

5 6 2

4 4 2

1 2

‘ : 2

3 3 ) 2 2
1 1

4 4 2 2

1 2

' 1 2

4 4 6 6 1 2

A cumber of meetags attended B number of meetngs held durng the t me the Drector Peld office dunng the year

In addit:on Lo the above seiected meat ngs, Dwectors throughost the year partaipated n vwiormat meetngs and te'ephore confererces AGL makes ectenive use of emad between meetings
to heep Drectors mfarmed of current developments, 1o provide refevant background ard mdustry nformation; 10 dea. with routne matters, ard & ov. formal Board meet:rgs to concentiate on
more IMportant matters Extended sirategy sessions are held at teast twice & year Perodicaly, Directors meet informady outside AGL 1o discuss matters of mterest anc travel to wisit assets,

operations or Jacations of parbcula- relevance to AGy




Principal Activities

= Sale of gas and electricity;

» Ownership and operation of natural gas and electricity distribution
networks and operation of natural gas transmission pipelines;

» Power generation and energy processing infrastructure;

= Exploration, extraction, production and sale of coal seam methane
gas (CSM),

w» Extraction and sale of liquid petroleum gas (LPG); and

= Realisation of property and property-related assets.

There were no significant changes to the nature of AGL's activities
during the year

Review and Results of Operations

The consolidated profit for the year after ncome tax attributable to
shareholders from continuing operations was $457.0 milion (2004/2095
$244.3 million} A review of the operations and of the results of those
operatrons of the consoldated entity during the financial year are
contaned on pages 12 to 27 of this Annuat Report.

Dividends
The following dividends have been paid or declared by the Directors
since 30 June 2005

Final dividend of 32 cents per share
(100% franked) referred to in the
previous Directors’ Report and paid on
23 September 2005

Interim dividend of 31 cents per share
(100% franked) out of profits for the six
months ended 31 December 2005 pad on
23 March 2006

Final dividend of 36.5 cents per share
(1009% franked} payable on

22 September 2006

$146.1 millicn

$141.3 milon

$166 4 million

‘tate of Affairs

In the opimon of the Directors there were no sigmficant changes in
the state of affars of the consolidated entity that occurred during
the fnancial year other than those mcluded in the front section
of this Annual Report.

Environmental Regulation

The consolidated entity’'s operations are subject to various
Commeonwealth, State and Territory environmental faws in relation to
energy This includes; transmission and distribution of natural gas, the
distribution of electricity. exploration and extraction and production of
C5M, LPG production and storage, power generation (natural gas, hydro
electnicity, biogas and landfill gas) and fand remediation works

The Board meets as the Health, Safety and Envircnment Committee
n order to review the effectiveness of the entity’s health, safety
and environmental management program, Life Guard. Environmental
management performance 1s monitored on an on-going basis by way of
system audits conducted by the entity using internal and external suditors.
In addition, the consolidated entity has 1ts own management Health,
Safety and Environment Committee that meets regularly to review the
entity’s environmental performance i detail.

Operational, Mzintenance and Construction Activities

Gas and electricity cperational, maintenance and construction actmities
were undertaken throughout Australia during the financial year. No
environmental infringements were reported and no fines were levied on
this part of the business during the period. LPG Production (NSW) Specific
licence conditions exist under the NSW Protection of the Environment
Operations Act 1987 (POEO Act).

The H C Extractions facility has exceeded s load-based licence fmits.
Exceeding these emission limits does not incur loss of licence or fines, but does
require further monitaning and testing to determne what actions are required
to address the specific matters. H C Extractions is appealing the existing
licence conditions through an independent Statutory Appeals process.

Power Generation

Environmental licence conditions in NSW, Victonia and South Australia
govern aspects of the management of generation assets During
self-rmonitoring of the Hallett power station, a condition which mvolved
non-compliance with the noise requrements of the environmental
licence was identifed. The South Australian EPA was notified and
dialogue between AGL and the South Austrahan EPA have been
ongong, with the aim to rewise the current licence conditions.
No other envirenmental infringements were reported and no fines
have been levied.

Land Remediation

Sign-off from the Site Auditor on the remediation of part of the
former Wollongong gasworks site was received n September 2005,
Settlernent of the sale of this land to the adjoining landowner occurred
in May 2006.

Work continued during the year on the remediation of a2 number of
residential properties in the Sydney suburb of Abbotsford. Gasworks
residues were found on these properties as a result of a small
gas-making facility in the area which operated for about five years
in the 1890’s. Remediatron works, including sign-off by the Site
Aaditor, was completed on all but one property by May 2006.

An Environmental Assessment (EA) and Remedial Action Plan (RAP)
15 currently being prepared for the proposed remediation of AGL's former
gasworks site at North Hamilton, Newcastle The Plans are expected to be
finatised in September 2006.

With respect to the mnvestigation into the sediments found off the
former AGL Mortlake gasworks site {now Breakfast Point), draft Human
Health and Environmental Risk Assessment reports have been submitted
to the Department of Envirenment & Conservation (DEC) for review
I'he reports are expected to be firaltsed in September 2006,
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Coal Seam Methane Operations

AGL Gas Production (Camden} Pty Limited (AGL) is the production
operator of the Camden Gas Project, commencing operationat control
on behalf of the Camden Gas Project Jomt Venture n February 2006
Upon commencement of operations AGL undertook a review of the
environmentat performance of the operations and identified aspects
relating to norse, air quality, wastewater and hcence variations which
required discussion and proactive management from a regulatory
perspective. AGL has been and is currently in discussion and actively
working with NSW Department of Eavironment and Conservation
regards to these matters. No penalty or infringement notices have
been issued to AGL since commencement of cperations v February
20086 It 15 envisaged that these matters wilk be resolved in the coming
twelve month penod.

Events Subsequent to Balance Date

Apart from matters discussed elsewhere in this Annual Report,
particularty the Recommended Proposal with Alinta Limited, the Directors
are not aware of any other matter or circumstance which has arisen since
30 June 2006 that has significantly affected or may significantly affect
the operations of the consolidated entity, the results of those cperations,
or the state of affairs of the consalidated entity in the future.

Likely Developments, Strategies and Prospects

If the Recommended Proposal 1s approved by Shareholders at meetings
expected to be held s October 2006, this will be the last year of
the consolidated entity. As reported earlier in this Annual Report,
The Australian Gas Light Company consohdated entity wall then be replaced
by consolidated entities created from The Australian Gas Light Company
group of companies and the Alinta Limited group of companies. In any
event, further information about likely developments in the operations
of fhe Australisn Gas Light Company consclidated entity and the
expected results of those operations in the future has not been included
in this Report because disclosure of the wnformation would be likely
to result n unreasonabie prejudice to the ¢onsclidated entity

Proceedings on Behalf of the Company

No person has applied under Section 237 of the Corporations Act 2001 for
lzave of the Court to bring proceedings on behalf of AGL or intervene in any
proceedings to which AGL is a party for the purpose of taking responsibility
on behalf of AGL for all or any part of those proceedings. AGL was not a
party to any such proceedings during the year.

Non-Audit Services

Non-audit services have been provided during the year by the externat
auditor, Deloitte Touche Tohmatsu. Disclosure of the details of these
services can be found i Note 6 on page 70 of this Annual Report.

Indemnification and Insurance of Directors and Officers
AGL's Constitution mdemnifies, to the extent permitted by law, officers of
the consolidated entity when acting in therr capacity in respect of

s Liability to third parties {other than related entities) when acting
in goed faith; and

= Costs and expenses of successfully defending legal proceedings
and ancillary matters.

The Directors named earlier in this Report and the Company Secretary,
Jane McAloon, have the benefit of the indemnity, together with any
other person concerned in or who takes part in the management
of the consolidated entity.

During the year AGL paid & premium in respect of a contract insuring
al! Directors of AGL as lsted earlier, all Directors of related bodes
corporate of AGL, secretaries and other officers of the consolidated:
entity agamnst lizbilities incurred in their capacity as Director or OFficer, as
the case may be, of the consolidated entity.

The contract prohibits disclosure of the nature of the habilities and
the amount of premium paid and the Corporations Act 2001 does
not require disclosure of the information.

AGL has also taken out Directors and Officers’ indemnity insurance
policies that respond to potential liability incurred by AGL Directors
and Officers in connection with AGL's original demerger proposal
and the Recommended Proposat with Alinta Limited.

Auditor’s Declaration

A copy of the external auditor's declaration under Section 307C
of the Carporations Act 2001 in relaticn to the audit for the financial year
15 on page 73 of this Annual Report.

Rounding

The Company is an entity to which ASIC Class Crder 98/100 applies
and in accordance with that Class Order, amounts in the Financial Report
and the Directors’ Report have been rounded off to the nearest tentl
of a million dollars, unless otherwise stated.

Remuneration Report

Overview

This year has been one of sigmficant change for AGL (as 15 highlighted
elsewhere in this Annual Report). The proposal that AGL demerge into
two separate listed companies was a primary strategic focus for Key
Management Personrel in the frst half of the year. At the same time,
however, Key Management Personre! were also focused on defivenng the
operational business outcomes including through acquisition and organic
growth Al were an essential part of ensuring that Shareholder interests
were protected both through exsting business actmties and through
restructuring opportunities designed to unlock greater Sharchalder benefit

When Alinta acquired a significant shareholding in AGL, the subsequent
competing takeover bids forced the withdrawat of the original demerger
proposal that had been put to Shareholders in January 2006. In the second
half of the financial year the focus was on the realisation of the proposal




to come before Shareholders in October 20086 for the sale to Alinta of
_the infrastructure assets of AGL and the demerger of the Company into

the pure play energy business, new AGL and the creation of new Alinta,

the largest energy infrastructure business in Australia. Once again the

continued successful operat:on “of existing AGL busmess activities has
- been key 16 Shareholder value

The compensatnon strategy.that AGL had in place during this turbulent
year has served it well in maintairing and motivating emplayees. The
balance of fixed and variable remuneration components has fneant that
the incentive arrangements could be leveraged to focus attention.on the
various pricrities. At the same time a redesign of the long-term incentive
arrangements was undertaken to be' introduced following the original
dermerger proposal. The details of the new incentive scheme design were
"set out in the Demerger Booklet released ih February 2006 and éré also
- iow outlified in the Scheme Booklet released in late August 2006.

"This new incentive scheme was developed after reviewidg both market
practice and Shareholder feedback about long-termincentive plan design.
The scheme now proposed for new AGL offers share performance rights
which vest to eligible emplayees in light of perfarmance conditions based
on relative total Shareholder return. in respect of the 2006 financial year,
long-term incentive awards have been made based, for the fast time, on
the existing long-term incentive plan design.

In expectation of the originai demerger Paul Anthony was engaged by
the AGL Board in January 2006 to become the Chief Executive Officer
"and Managing Director of new AGL, c'dn_ditionat upon the implemnentation
of AGL's original demerger proposal. Under that propasal AGL’s energy
businessés were to comprise AGL'S existing energy businesses only.

Following his announced appdintrment, there was a very material change
in AGL's circumstances as a result of the competing tekeover bids, and
" following. AGL's decision to discontinue its original demerger proposal,
Mr Anthony was appairited CEO on 3 April and Managing Director of AGL
on 1 May 2006.

" ince his appointment M Anthony has been responsible for averseging the
operation of all of AGL's businesses, both energy and infrastructure. These
businesses have continued to perform strongly during this period and are
well positioned for future growth. In addition, Mr Anthoty has played a
critical role in negotiating the Recommended Proposal with Alinta. The
impasse created by AGL and Alinta's competing takeover bids for each other
has been-broken, so allowing the Recommended Proposal in the Scheme
Booklet to be put forward to AGL Shareholders for their consideration.

If the Recommended Proposal is implermented Mr Arthony will cease to be
CEQ and Managing Director of AGL and will become CEO and Managing
Director of new AGL. New AGL's business will be larger than that which
was originally conternplated because, in addition to AGL's existing energy
businesses, it will include a 33% interest in Alinta’s Western Australian
retail operations, with the opportunity to increase that interest to. 100%
over a five-year period.

The detailed Remuneration Report which follows includes the key details of
Mr Anthony’s employment contract during the period of his employment as
CEO and Managing Director of AGL duririg the 2005/2006 financial year,
as required under the Corporaticns Act 2001, Given the Recommended

Proposal now before Shareholders and the consequent need for a new

‘employment contract the AGL Board has reviewed Mr Anthony's overall

remuneration package and has decided to restructure some elements of
that package. This has been done to recognise the value to Shareholders
of Mr Anthony's pgerforrnance to date, to recognise the far reaching

'changes to AGL's circumstances sincé his iriitial appointment and to

provide Mr Anthony with certainty and protection during the initial period
of his appointrnent. ‘

The restructuring of Mr Anthony's remuneration package does not
increase the overall financial total of the ariginal package. Rather, the
timing of the payment of some elermerits of the package has changed. Full .
details of the new contract which are effectwe from 1 September 2006
are disclosed below.

A detailed report covering the relevant requirements of the Corporations
Act 2001 and AASB 124 ‘Refated Party Disclosures’ now follows.

The Audit Report of the Full Financial Report contains confirmation that
the compensation disclosures that are contained under the heading
"Remuneration Report’ on pages 42 to 51 in this Directors’ Report comply
with paragraphs Aus 25.4 to Aus 25.7.2 of Accounting Standarg AASB
124 Related Party Disclosures.

Compensation policy

The People and Performance Committee of the Board is responsrbie for
reviewing the compensation strategy and compensation arrangements
for Key Managernent Personngl. It makes recommendations to the Board
on these matters. The Committee has access to independent external

~ advisers as required.

Note the term Key Management Personnel (KMP) refers to executive
directors (the Managing Director), non-executive Directors and senior
leadership executives, it also captures the fve highest remunerated
executives in the parent company and the'Group.

The purpose of the Pecple and Performance Committee, in relation to
compensation, is fo ensure that apprepriate compéensation procedures
and programs are in place to:

= Achieve clear alignment between. the needs and requirements of key
stakeholder groups {ie. custorners and Shareholders and communities)
and the ohjectives and values of AGL people; :

» Reward AGL people for ‘excellent performance, and- keep them
committed and nﬁctivated;

= Achieve compliance with relevant legistation and corporate governance
principles an compensation practices and employment policies; and

» Effectively overview compensation practice, including incentives,
superannuation and retirement benehts, for all levels, enabling AGL to
attract and retain pecple who create value for Shareholders,

Further detail on the role of the People and Performance Committee is on
page 33 of this Annual Report.
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Non-executive Directors

The structure of the compensation 1s a base fee plus a Committee fee,
where applicable, for participation by a nor-executive Directer in Board
Committees Charing a Committee attracts a higher fee rate. This structure
ensures the compensation reflects the general responsibifities of individual
non-executive Directors as well as the extra responsibilities and workload
involvedin partiopating ina Committee The Chairman of the Boardrecenes
no extra compensatien for participation in or chairing Committees.

Non-executive Directors receive fees determined by the Board within
the aggregate limit approved by Sharehoiders at a Generat Meeting. The
present limit of $1 5 million was approved at the AGM in October 2005

Non-executive Directors’ fees are normally reviewed annually, however
given the impending Recommended Proposal, adjustments to non-
executive Directors’ fees have been deferred until after the Proposal 1s
finalised. The current rates have been in place since January 2004,

Non-executive Directors’ fees are determined by the Board with
reference to advice and data from AGL's compensation specialists and
from external compensation advisers. The data and adwce includes
market comparison of compensation paid to non-executive Directors of
companies in comparator groups across the ASX100, but specifically ASX
companies in the range of 21 to 50 by market capitahsation.

As thé focus of the Board 1s on the long-term strategic direction of AGL,
there is no direct link between non-executive Director compensation and
the short-term results of AGL.

Supcrannuation contributions, as required under the Superannuation
Guarantee Charge (SGC} legstation, are also provided for non-executive
Directors. These are deducted from the level of compensation set
and nciuded as part of their total compensation under the approved
maximum aggregate fee pool. Consistent with Choice of Fund legislation
nan-executive Directors’ SGC contributions are made to a complying
superannuation fund of their choice.

Non-executive Directors are encouraged 1o have at least 20% of their
base fees {after SGC contributicns) allocated to the purchase of AGL
shares. The purchase of AGL shares is done under the AGL Share Purchase
Plan. The terms of this Plan were approved by Shareholders at the AGM in
1997. These shares are acquired by a trustee on market at market price
during identified trading windows. All Birectors are required by the AGL
constitution to hold a minimum of 2,000 AGL shares.

No options have been granted over any securities ar interests of AGL or
the consalidated entity

The Board has a process of review of individual Board members and sub-
committees of the Board by the Chairman and therr peers, consistent with
the ASX Corporate Governance Principles on Board accountability. This
process 1s also pari of the strategic overview of non-executive Directors
addressed under the Charter of the People and Performance Commuttee.

Managing Director and senior leadership team

The compensation of the Managing Dwector and senior leaders is delvered
through a combination of fixed compensation and short and long-term
incentives. The target level of these components for indwidual roles is
determined by comparison with market compensation practice. This
ensures that AGL 15 abfe to attract and retain key people in critical roles.
External advisors provide the market data and comparators as well as
commentary. The comparators selected are organisations of comparable
business complexity, as well as general market comparisons based on
functional job requirements.

Compensation elements
The total compensation of senigr ieaders has three elements:

s Total Fixed Remuneration (TFR) is the amount of non-variable
compensation specified in an employee’s contract of employment:.
Superannuation contributions are deducted from the employea’s TFR.
The cost (including any component for Fringe Benehts Tax} for other
items such as laptop computers or novated vehicle lease payments
is also deducted. The amount of TFR is established with reference to
compensation market research, considering the scope and nature of the
rote and the individual senior leader's performance and experience;

» Short-Term incentive Payments (STI) are awarded based on the
achievement of individual performance targets which are set at the
commencement of the financial year. These targets are chosen for therr
relevance to AGL business performance as well as the achievermnent
of personal performance criteria. They therefore align indiidual
performance and business outcomes and provide transparent linkages
between rowards and the individual's performance. 511 can vary annualty
based on individuat performance against the specified targets. The STI
can be pad in cash, or at the individuat's election, in accordance with
ATO rules, salary sacrificed and taken as equity, or as a contribution to
the employee's superannuation fund; and

& Long-Term incentive Payments (LTI} are delivered through the granting
of share rights in accordance with the terms of the AGL Long-Term
Incentive Plan (LTIP), the terms of which are prowded on the AGL
website. This 1s the last year that awards will be made under the current
plan which links them with AGL's performance as measured by growth
in Economic Proft.

Following feedback on the LTIP design at the time of the 200% AGM
the Chairman announced at that meeting AGL's intention to review the
operation of the LTIP. This has been undertaken and & new LTI was
proposed and described in AGL's Demerger Booklet (issued to shareholders
inf ebruary 2008), to take effect from the date of the demerger proposedin
that Booklet With the withdrawal of thet demerger proposal, the allocation
of LTI for AGL senior leaders have been awarded under the current LTIP,
described on AGL's website The long-term incentive arrangements for
AGL's new Managing Director, appointed as CEO on 3 April 2006 are,
however, provided under the new plan. Further details are outlined 1n this
Report at page 48 under the heading Long-term incentive.




The balance between fixed and vamable compensation 15 kept under
review for competitiveness and market refevance.

The relative proportions of the compensation mix between fixed
and variable/at risk increases with the level of responsibility and/or
critcality of role. In respect of the 2005/2006 financial year, the
typical maximurn compensation mix withm the semor roles in AGL
was as follows:

Maximum percentage
of total target compensation
o TRSTE

30%

50%

Executives 20%

Note
1 Tnedetass of the Managag Director's compensat-on. nicluding the proporbonat percentages
of tota! 1arget cormrpensat.on are ncluded n th s Report commencing on page 48

2 The overal proporuon of compensatbon that 15 performance related ang at nisk has
remained unchangad, aitheugh the compensaton mix batwean STI/L1I has changed from
200472005 Ths reflects a trend n the market to have a larger $TI component at the
expense of LTI

Performance Linkage

(2) Short-Term Incentive

To be eligible to receive a $Tt each senior leader must demonstrate AGL's
values and perform efficiently in their rofe. This 1s confirmed through annual
assessment using the AGL Performance Planning and Review Process

The actual level of STi pad for each ndividual 1s determined at the end of
the financial year by assessment of that indwvidual's performance aganst
key-value drivers of the business which include financial, strateqic/risk
performance and leadership autcomes. These measures are identified and
agreed at the beginning of the financial vear and included on a "'Dashboard
for each individual. Ths "Dashboard’ also identifies how perfarmance will
be measured at threshold, target and stretch ponts. No $Ttis payable for
any component where the threshold level has not been reached.

The use of the ‘Dashboard’ provides a robust hnk between Company and
admidual performance and STI payments.

The maximum short-term mcentive payment 15 60% of TFR for senior
leaders and 120% of TFR for Mr Anthony. Lach individual has different
weghtings on their key-value drivers depending on their role within AGL.
Typrcally the weightings may be: financial perfarmance of business unit
50%, strategic/risk performance 30%, leadership 20%.

(b) Long-Term incentive

The description below refers to the offer made to semior leaders under
the current LTIP The offer that will be made in September 2006 will
be the final offer under this Plan in respect of the 2006/2007 financiat
year a new plan will cperate which s summarised in this Report under the
heading New LTIP on page 49.

Mr Anthony's allocations are made under the terims of the New LIIP.

Allocaticn of the LTI for senior leaders under the current plan s directly
inked to Company performance measured by the three-year rolling
average growth in kconomic Profit (EP), which ensures that rewards are
only paid for sustained improvements in EP.

EP has been chosen as it is a measure of profit after taking into account
the cost of invested capital required to produce that profit {that is, the
proht after tax less the cost of capstal). This measure is used as it 1s closely
linked to the creation of additional value for Shareholders.

Once earned, LTl is delivered as share rights, which vest annually in equal
tranches over three years. it continues to focus attention on ongoing
Company performance as reflected in the value of AGL shares.

Following the establishment of the LTI pool, senior leaders are allocated
an award based on a percentage of their TYR. The maximum long-term
incentive payment for senior leaders is 40% of TFR; for the Managing
Director no offer has been made under this Plan. For detals of Mr
Anthony's LTI refer to this Report commencing on page 47,

The percentages tor distribution to employaes are determined based on
external advice on market practice so as to give AGL comparability In
compensation agamst our COﬂ'IDe[iIOYS.

It is proposed 0 the Scheme Bookfet distributed to Shareholders {in early
September 2006) to give effect to the Recammended Proposal that
awards made under the existing LTIP will vest to employees when the
Proposal is implemented. This recognises that employees of new AGL
will have ceascd their employment refationship with AGL, the company in
whichthe share rights were awarded, and for those employees transferring
to new Alinta, future performance alignment will be measured by new
Alinta’s performance.

The proposed New LTIP described in the Scheme Booklet of August 2006
and in this Report at the section headed New LTIP will be the basis for
future grants, and has been used for Mr Anthony.
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Economic Profit

The use of EP in the current LTIP was adopted after receiving advice from
external advisers and cansideration of market commentary and practice.
Following consultation with external stakehoiders the Board intends that a
new LTIP vall be implemented from 2006 and it is described in the section
of this Report headed New LTIP.

EP growth is the perfermance measure used as the gateway as well as
the mechanism for determining the size of the LTI pool. EP is utilsed as
it aligns profit, capital management and cash fow It thus reflects AGL's
performance in ¢reating Sharehcider wealth.

The growth in EP 1s used to create a pool from which the LTi are allocated.
The LTI pool 15 determined annually and the average rolling three-year
growthin EP determines the size of the LTI poot.

AGL financial performance
The financial performance information provided below is to meet the
reparting requirements of the Corporations Act 2001

YEAR ENDED 30 JUNE

Year 1 Year 2 Year 3 l.ong-term
Growth + Growth + Growth x 15% =  incentive
n EP in EP nEP plan poaol
3 years

Of the growth in EP {as calculated above), B2% is available for
Shareholders ang reinvestment in the business 15% is used for the
annual LTI and up to 3% for discretionary awards.

for the LTIP, £F 15 defined as:

{Funds employed x pra-tax

-B811DA
Group EBITD weighted average cost of capitah)

Where LBITOA - tarmngs before ntecest, taa, deprecation and amortisation

For 2000, this means that the EP growth, averaged over a three year period
{2004 to 2006) 15 $21.8 millon. Applying the 15% for annuat iong-term
incentives prowvides a pool of $3.3 million, which has been provisionally
allocated for the award of share rights to 122 senior peopla.

The criteria that the Board utilises when making discretionary
awards are.

= Outstanding current performance;

» Outstanding potential;

= Recognition for contributton to a key business actmvity or project; and

» Attraction/retention strategy of key people.

These can be delivered as LTI or cash.

POSITION

EXECUTIVE

| COMTRACT DURATION *

EPS {cents) 0664 0732 0795 0811 0947

Dividends {cents) 052 055 060 083 0675

Increase/decrease in ‘

adjusted share price (%) 162  131.2 108 173 230
Notes:

= EPS from continuing operations and excluding significant items;

= Dividends relate to financial years not when they were paid;

» 2005 includes a special dvidend of 30 cents per share; and

» Adusted share price is adjusted for ali capital changes including
returns of capital.

AGL's consistent financial performance over the last five financial years
has resulted in sustained growth in EPS as well as dividends reftecting
increased Shareholder wealth.

Service agreements

Senior leaders have service agreements which specify their compensation
components described sbove. These arrangernents prowde for ther
participation i the short and long-term incenttve arrangements in
accordance with the terms of the Plans. The terms of these Plans can
be varied by the Board, although such variations cannot be appled
reirospectively

Details of contract duration, notice penod for termination, and termination
payments for senicr leaders are provided in the table below. Details on
Mr Antheny are covered in the section commencing on page 47.

-} TERMINATION NOTICE . . N
TERMINATION PAYMENTS

Greg Hayes Chief financial Officer

Michael Fraser  Group General Manager, Merchant Energy
Phil James Group General Manager, Retail tnergy

Mark Harper Group General Manager, Cperations

Jane McAloon  Group Manager, Corporate and External Services

PERIOD BY EITHER AGL
OR EMPLOYEE
No fixed term 3 months 12 months TFR ar § Trillion?
No fixed term & months Up to 78 weeks TFR
No fixed term 3 months Up to 73 Weeks TFR
No fixed term . 3 months tp to 73 weeks TER
No fixed term 3 months 12 months TFR

Mote t

Contract changes 1o these termination provisions bave been made s.nce the iast Report These provide that if termination occurs nidentifed crcymstances associated with corporate restruClunng
& termination payment of $1 milion 15 payable and i certain circumsiances a further $1 million 1s payable Termination in these crcumstances also resuits i vesting of eutstanding LT




STI are payable to those employed at the end of the financial year or,
on termination, in the arcumstances of death, retirement on grounds of
age or invalidity, on a pro-rata basis, and at the discretion of the Board in
other circumstances

The terms of the LTIP specify the arcumstances in which performance
rights vest on termination These are on death, retirement on grounds of
age or invalidity and at the discretion of the Board in other circumstances,
such as redundancy.

Retention provisions

As identified in previous AGL Annual Reports, there is provision in the
contract of the Group General Manager Merchant Energy for the
payment of retention fees. A payment will be made If he continues with
the Company until 31 August 2006 and a final payment i he continues
ntil 31 August 2009. A pro-rated proportion of the retention fee 13
pavable if AGL terminates the contract before the vesting dates, except
on summary disrissal

Terms of Mr Anthony’s appointment

The key terms of Mr Paul Anthony's appointment as CEO and Managing
Director of AGL duning the 200572006 financial year are included in this
Report. However as outlined in the Overview a new service agreement
with Mr Anthony has been entered into with effect from 1 September
2006 covering both his ongoing appointment as CEO and Managing
Brrector of AGL, but also providing for his intended appointment as CEO
and Managing Director of new AGL If the Recommended Proposal is
approved by Shareholders.

The detar's of that new agreement are as follows.

Appointment

Mr Anthony's appointment as CEO and Managing Director of AGL
continues until he is appointed CEQ and Manaqing Director of new AGL
on approval by Shareholders of the Recommended Proposal outlined in
the AGL Scheme Booklet of August 2006 and that approval is confirmed
Jy the legal processes The terms of the contract are essentially the same
in the case of both appointments In summansing the terms below a
reference to 'the Company” means AGL where Mr Anthony is serving as
the CEC and Managing Director of AGL and where he s serving as the
CEQ and Managing Director of new AGL and a reference to 'the Board'
means the Board of Directors of AGL or new AGL, as the case may be.

Term
Mr Anthony's contract 15 open-ended and his appointment as CEQ and
Managing Director will continue unttl bis appointment 1s terminated.

Mr Anthony's appointment may be terminated by the Company in the
following crrcumstances’

(a) without notice in the event of any act which detnimentally affects the
Company such as dishonesty, fraud or serious or wilful misconduct i
the discharge of Mr Anthony's duties ar unremedied persistent, wiiful
or material breaches of the terms of the service contract; or

{b) By giving Mr Anthony 18 months notice n wrting at any time within
the first two years of his appomntment or twelve months notice in
writing at any time after the expiration of that two year period.

Mr Anthony may terminate his appointment:

{a) By giving the Company nine months notice in writing at any fime within
the first two years of his appointment or six months notice i writing
at any time after the expiration of that two year penod; or

{b) By giving the Company three months notice in writing if he ceases
to hold the most senior management role within the Comparny or
ceases {0 report to the Board, the Company ceases to be listed on
the ASX (other than because of change in control) or if the scope of
his responsibiiities or authonties 15 matenally dimimished (Fundamental
Change sn Circumstances). This right of termination must be exercised
within six months after the Fundamental Change in Circumstance ocours.

If Mr Anthony's appaintment is termanated by either the Company of
Mr Anthony by giving a period of notice then the Company may at any
time before the end of the period of notice pay to Mr Anthany in lieu of
the unexpired notice period an amount equal to that proportion of Mr
Anthony's TFR at the time which corresponds to the period of notice
which 1s foregone.

If the Company terminates Mr Anthony's appointment by giving
18 months or twelve months notice in wnting as referred to above,
all unvested Share Performance Rights (SPR) held by Mr Anthony wil
immediately vest at no cost 1o Mr Anthony

If Mr Anthony terminates his appointment within six months following the
oceurrence of a Fundamental Change of Circurnstances then the Company
wilt pay Mr Anthony, in addition to any other payments or benefits due to
hirm, a termination payment equal to twice the aggregate of Mr Anthony's
TfR at the time the tundamental Change in Circumstances cccurs and
the amount payable under the Company’s STiP for that year for on target
performance in addition, af unvested SPRs held by Mr Anthony will
immediately vest on termination at no cost to Mr Anthony.
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Compensation
Mr Anthony's compensation will compnse the components set out below

Total Fixed Remuneration

Mr Anthony will be paid an initrial annual TFR of $1.3 miflion. Dunng
each year of the term of his appointment, the Board will review
Mr Anthony's TFR for the next year and determine whether to increase
that amount having regard to such matters as the Board thinks ft.
Under no arcumstances ¢an Me Anthony's TFR be reduced without
Mr Anthony's written consent.

Sign-cn entitlement
Mr Anthony will be paid on 1 September 2006 a sign on entitlement
of $1.64 millon in cash

AGL Share Purchase Plan allocation

Mr Antheny will receive on 1 September 2006 an allocation of 307,230
AGL shares under the AGL Share Purchase Plan which will be subject to
the restrictions on disposal imposed by that Plan tf the Recommended
Proposal proceeds Mr Anthany has agreed not to dispose of any new
AGL shares which he acquires in respect of this allocation for a period of
twao years.

Short-term incentive

Mr Anthony will be entitled to annual short-term incentive payments
commencing from the financial year 2006/2007 based on the
achievemenrt of key performance indicators in accordance with the
Company's STIP The key performance indicators (KPI) will be set by the
Board on an annual basis.

The value of any short-term incentive actually provided in a year will
be determuned by the Beard having regard to the level of achievement
of the KPIs,

AMOUNT OF STH

LEVEL OF ACHIEVEMENT OF KPIs

Threshold 40% of TFR
Target 60% of TFR
Stretch 120% of TFR

Any short-term incentive due to Mr Anthony will be paid in cash.

Long-term incentive

Mr Anthony will participate in the new AGL LTIP if the Recommended
Proposal to Sharehelders is simplemented. Otherwise, he will participate in the
AGL LTIP. The terms of the AGL LTIP and the new AGL LTIP are essentially
the same and are summansed below under the heading New LTiP.

Immediately following the implementation date of the Recommended
Proposal, Mr Anthony will be granted n respect of the first year of his
appointment a number of SPRs under the new AGL LTIP equal to the
Base SPR Quantity For cach of the next two years during Mr Anthony's
appointment, Mr Anthony will be entitled to receive an annuai grant of
SPRs under the new AGL LTIP, equal to the Base SPR Quantity

If the Recommended Proposal 1s not implemented then Mr Anthony will be
granted SPRs as set out above under the AGL LTIP

Base SPR Quantity will be determined by dividing a stretch long-term

incentive target of $2.86 milion by the volume weighted average
trading price {VWAP) AGL shares or of new AGL shares, as the case may
be, over a period of ten trading days immediately before the date the
grant is made.

Subject to the satisFaction of applicable performance conditions (outlined
below) and scaled in accordance with them, the above SPRs will vest as
follows: a number of the granted SPRs having a value of $2 145 million,
determined in accordance with the VWAP used at the date of their sssue.
will vest in each of September 2007, 2008 and 2009 with the balance
vesting in 2010,

The applicable performance condition wili be based on Total Shareholder
Return {TSR) with the lovel of vesting dependent upon the Company's
TSR performance measured against a comparable group of ASX iisted
companies determined by the Board at the time of each grant of SPRe

as follows:

TSR below 50%
TSR of 50%

0% vests
50% vests

Progressive vesting on a
straight line basis from >50%
and <100%

100% vests

TSR of greater than 50% and less
than 75%

TSR equal to cr greater than 75%

All unvested SPRs held by Mr Anthony willimmediately vest if a change in
control of the Company occurs.

The SPRs granted to Mr Anthony under the Company's LTIP which are
referred to above will vest at no cost to Mr Anthony and, except as set
out above, will be 1ssued on the terms and conditicns specified in the
Company's LTIP.

Restraint

Under the terms of his appointment, Mr Anthony must not for a period
of six months following termination of his appointment be engaged or
concerned in any capacity whatscever in any business which is simila.
{0 or competitive with the business of the Company or sclicit or entice
or attempt to solicit or entice any Director, employee or client of the
Company to leave the Company or attempt to persuade any Director,
employee ar client of the Company with whom Mr Anthony had
dealings within the year preceding the termination of his appointment to
discontinue tharr relationship with the Company or reduce the amount
of business they do with the Company

Ihe relative proportions of the compensation mix between fixed and
vaniable/at nisk for Mr Anthony 1s as follows:

PERCENTAGE OF TOTAL TARGET
.. COMPENSATION

TFR
22.7%

Managing Director 27.3% 50%

Note
1 Percentages aré based on stretch outcomes

The terms upon which SPRs are granted to Mr Anthony in refation to
subsequent years during Mr Anthony's appointment will be determined
by negotiation between Mr Anthony end the AGL Board.




New LTIP

A new LTIP for new AGL is proposed to operate from the time of the
creation of new AGL. If the Recarnmended Proposal is not implemented
& new LTIP for AGL will be implemented on comparable terms to that
for new AGL as described below. The new LTiP will involve the grant of
rights to acquire company shares for no consideration (SPRs). The Board
will have an absclute discretion to grant, issue oF transfer other securities
of new AGL to Plan participants.

The Board intends to introduce the new LTIP for senior leaders for the
financiat year 2006/2007, however as AGL will be in a transition year the
LTIP will have & staged implermentation,

The initial award of SPRs to new AGL employees will ba made after the
Recommended Proposal implementation date with vesting (subject
to TSR outcomes) equally over two and three years from award date.
Fhereafter allocations will be made in September each year with a vesting
penod of three years.

SPRs awarded to senior leaders will be subject to performance conditions.
The performance condition set for the initial awards s relative TSR with
the tevel of vesting being dependent upon the performance of new AGL
against a comparator group initially of the ASX100 companies as follows:

NEW AGL'S TSR RANKING RELATIVE TO PERCENTAGE OF SPRs |
COMPARATOR GROUP THAT VEST . .
TSR below 50% 0%

TSR of 50% 50%

TSR between 51% and 74% Progressive vestingon a
straight line basis from >50%
and <1060%

TSR equal to or greater than 75% 100%

The comparatar group will be determined by the AGL Board at the time
of each grant of SPRs

If a Plan participant ceases employment, as a result of death, tota)
ind permanent disablement, redundancy, retirement or such other
circumstances thenew AGL Board inits absolute discretion may determine,
then the SPRs held by that participant will vest subject to the satisfaction
of performance conditicns applcable to those SPRs.

Any SPRs that do not vest when performance conditions are applied to
them will automatically fapse.

SPRs do not carry dividend or voting rights However, SPRs will participate
in bonus issues, rights ssues and reconstructions and rearganisations of
the capital of new AGL in the same manner as new AGL shares

Under the terms of the Plan the Board has the discretion to vary the
terms of the vesting penod.

Equity

Previously AGL cperated Share Loan Pians under which shares were
granted and furded by a loan, These Plans have been replaced by the
LTIP described above. However, same individuals still have loans relating
to awards previously made and the details of these have been disclosed
in previous Annual Reports. These Plans will be wound up at or before the
Recommended Proposal implementation.

Share purchase participation
AGL offers or has offered its employees participation in the following
Share Plans: the AGL Share Reward Plan, the AGL Long-Term Incentive
Plan, the AGL Share Purchase Plan, the AGL Share Loan Plan and the AGL
Management Share Plan. The last two Plans are now closed but employees
still have shareholdings under these Plans.

The total number of employees participating in the five AGL Share Plans Is
2,392 and the total number of shares held s 2,917,369
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Compensation of Key Management Personnel for year ended 30 June 2006

Post-Employment Share-Based
Benefits Other Payments
SHORT- | . NoN-  |iomer |ee o L s Long- | Termination R
TERM | MoneTaRy | short- | SUPER- | mermenent TG BEGLIGS
INCENTIVES | . BENEFITS | . Term |- annuaTion | - sEnEFms ™ Benefits
@) vy | BEnERTTS |- . A

Short-Term Benefits

. CASH
" SALARY
- & FEES

OTHER ALUE OF .+
SHARE ;| eQuIty ¢e) AS A
.PLANS % OFTOTAL

“senIoR
EXECUTIVES.

Paul Anthery 321965° o] o} 325000 00%

. 0 303 0 0. 0 .0
GregMartin  §¢) 722507 423333 75855 0 169307 0, 0' 1805002 1590313 (f) 0 488517 325%
GregHayes 1229787 496000 42419 0 40650 {0 0 0 0 630916 0 2439772 259%
MchaelFraser 754010 397,350 0. 0 131,823 0, 0 0. 383656 0 1666839 230%
Merk Harper 425,727 267,750' 18092 0 62475 . 0 0 0+ 232048 . 0 1006092 231%
Phil James 354048 202825 24319 0 183477 (@ 0 0 0 235290 0 1.08995% 216%
Jare McAloon §a0274 245700 33554 0 38220 (0 0 0 0 198283 o 1,56081 172%|
Total | 2348326R, 27122938, 194130 0. 628,087 ok 0 1905002 3270506 . 0. 12596860 - ;

(a) Earned n respect of 2005/2006 hnanciai vear and pawd! :n Septermber 2006 (b) Includes the va'ue of benefits such as cars, representat:onal spouse travel and entertanment and Fringe
Benefits Tax (€} The amortisat o0 of share nghts ssued under the LT'P recogrising that they vest generaly over a three-year penod (d) Ceased AGL employmert « March 2008
() Inctudes salary sacrfice contrbutions {#} incfudes the value of vested shares sssued under the LTIP pn terrmmnanon

Ali executives and semor leaders are entitied to four weeks annual leave and long service leave based on statutory entitlemnents.

Share-Based
Payments

Short-Term Benefits Post-Employment Benefits

-

Lea B R . ) . - NOMN- i . . i . v, o
- NON-EXECUTIVE ~ CASH SALARY SHORT-TERM . NOn : SUPER- . RETIREMENT : ) . OTHER N TOTAL
B MONETARY - : . EQUITY . ] ~ SHARE .

) P!R‘ECTOBS = ‘ & FEES |NCENTIV_ES BENEFITS . ANNUATIqu E . BEI.‘J-EFITS PI.ANS(a)I' ‘ - [b). .
Mark Johnson 12,334 0 0 12,139 0 0 234277 258,750
Charles Allen AQ 126,872 o 0 11,128 0. 0 o 138,000
Sv Ron Srierley 5,145, 0, 0’ 12,139 0 0 97716 115,000
David Crarg © 89,456 0, 0 13,748 0. 0 26542 129,746
Tony Dacvels OAM ) 50883 a 0 4,046 0, 0 10,488 65.417
Carclyn Hewson . 62,932 : 0 0. 12.139 0] 1 a] 62,929 138,000
Max Quid _ 5713 g, 0 12,139 o' 0 108,648 126,500
Graham Reaney 74,425 l o o] 12,139 0 0 74,436 161,000
Total 427,760 0 o 89,617 0 D 615036 1132413

(a) Value of shares acqured under the AGL Share Purchase Plan fram allocatron of fees {b) No other benefits ether short -term, long - term or termination were provided to non-executive
Orrectors {c) This ingivdes the amount acciued in 200472005 - see Note {a) in the 2005 table on page 51 (d) Ceased as an AGL Dwrector n October 2006

Details of Performance Rights granted to Key Management Personnel
as a part of compensation for year ended 30 June 2006

GRANTED '+ ¢ % | FAIR VALUE PER

] :'5;2 ‘:;:: -DURING THE GRANT DAT?_E SHARE AT GRANT ' (LAPSED " : : ;,vést;D ) '::':: ':,32 .

. . S CURRENT YEAR : B - DM}E @) . ; } " I B Do - ‘

Paut Anthony 0 g 0 0 s}
Greg Martin 102,055 B7.483 1/49/2005 1291 ' 4] 189,538 (E})‘ 0
Grog Hayes 84,828 48,957 14972005 12491 o} 14 965 ) 118,825
Michael Fraser ) 53,266 ) 30,584 17972005 1291 0 23,720 65,130
Mark Harper 34,294 18,934 1/972005 1291 0 13,961 39,0267
Phil Jarmes 35,509 18,860 14942005 1291 0 14,456 39913
jane Mcaloon 25,337 17,888 | 14972005 1291 0 10,252 . 32,973

() Farr value s measured based on the market prce of the shares of the Parent Fruiy on the Austrahan Stock Exchange as at close of traging on the grant date and discounted using a risk
free nterest rate for the ror rece pt of ¢v.dends over the vesting perog The nghts gereraly vest annually » equal tranches over three years commencng from the first arr.versary of the
granting of tne share nghts () Ircludes rights that vested on term nation




Compensation of Key Management Personnel for year ended 30 June 2005

Post-Employment hare-Based
Short-Term Benefits Benzf?tysm Other Payments

I , - ~ NOM- - sy - RN Long- | Termination T
('SENIOR "‘s::‘::v : 'S:';a’:' | monEraRy. _'51?::-- " super- 'gnmmcm-‘ Term | Benefits : Ebml}lﬁ)o:sn
executives | |- INCENTIVES | BENEFTS | TERM |[:ANnuaTION | ~BENEFTS |odeauEd . .

S FEES (@ EQuiTY(b) | BENERNS | L. - -] ®oFToTaL

Greg Martin 949256 615000  B2B7I 0 196031 0 o} 0 583988 0 2426946 241%
Greg Hayes 704770 302417 42547 0 3853@ 0 0 0 419388 0 1507661 278%
Michael Fraser 602,447 226452 4317 0 114219 0 0 0 326210 0 1273645 256%
Les Fisk (@) 81,420 0 0 0 52796 0 0 443000 396245 ) G 934893 42.4%
Philames 305120 159087 23475 0 125381 (e): 0 0 0 198804 o 811,867 245%
Mark Horper - 384073 157945 19,432 0, 527961 0 0 0 191999 0, 776245 24.7%
Jare McAlocn 337980 147,505 21055 0 38702 ) 0 0 147424 o 707676 01%
Total ' 3355076 ° *,608,406 193,497 0 579,896 o] 0 443,000 2253058 0 8438933

{a) Earned in respect of 2004,/2005 fnancial year and paid in Septemter 2005 (b} Includas the value of berefits such as cars, representational spouse travel and entertanment ard Fringe
Benefits Tax () The amortisation of share nghts sswed under the L 1P recognising that they vest generally over a three-year penod {d) Ceased AGL employment in September 2004
(e) Includes salary sacnfice contubutions (F) Includes the value of vested shares wsued under the LTIP on termination

Share-Based
Payments

W

Short-Term Benefits Post-Employment Benefits

NON-EXECUTIVE ' CASH SALARY | -SHORT-TERM *INON-MONETARY "RETIREMENT OTHER SHARE

TOTAL ()

. . .
szcmﬁé' < |; CLRFEES INCENTIVES BENEFITS 'supERﬁNNUAT"ON BENEFITS y Egu'w PLANS (b)
Mark Johnson 12,020 Q 0 11,485 0 0 235245 258,750
Charles Allen AQ - 126,515 0 , 0 . 11,485 ) ¢ 0 , 4] 138,000
Sir Ron Brierley o 4.715 0 0 11,485 Q 0 98,800 115.000
Dawid Craig @ 0 o 0 o 0 0 0 0
Tony Damels OAM 94,767 Q 0 11.485 4] 0 31,748 138,000
Carclyn Hewson 65,171 0 0 11,485 G ] 0 65.656 142,312
Max Culd ) 57,674 0 0 17,485 G. 0 57,974 127,133
Graham Beaney 93,515 0 o 11,485 ¢] 0 57,000 161,000
Total 453,377 0 0 80,395 0 0 546473 1,080,395

{a) Dav:it Crarg was apponted on 11 May 2005 and bes accried 316,112 mrespect of hs Drector's fres which wi be apportioned wher pard n accordance with the Diectors revuneraton terms
{b) Value of shares acqured under the AGLShare Purchase Plar from atocation of fees {c) No ather benefits enther short -term, long - term or termination were prov.ded to non -executive Directors

)etails of Performance Rights granted to Key Management Personnel

as a part of compensation for year ended 30 June 2005

GRANTED FAIR VALUE PER

HELD AT 30

o ;:::3 :::R- GRANTDATE ., lsufzi::(is;}mr " Laeseo | veseo | ':;:[E’ N s
Greg Martin 55,249 65,223 1/9/2004 1210 o 18,417 102,055
Greg Hayes 60,194 29,699 17972004 1210 o 5.065 84,628
Michaal Frasar 38,675 32.483 1/6/2004 1210 o 12,892 58.266
Les Fsk 24.476 20,557 1/8/2004 1230 0 45,033 () 0
Mark Harper 22.763 19,119 " /9/2004 1210 0 7,588 34,294
Phit James 23,570 19,796 1/9/2004 1210 0 7.857 35,509
Jane Mcaloon 16,253 14,502 1/9/2004 1210 0 5418 25337

(a) See Note {a) n ihe Deta., of Performarce R ghts tab'e on page 50 (b) '~fudes rgnis that vested or term raton

This Directors’ Report is made in accordance with a resolution of the Board of Directors and is signed for and on behalf of the Board on 23 August 2006.

i S

Mark johnson
Chairrman



consolidated income statement.

For the year ended 30 June 2000

Continuing operations

Revenue 3 42390 3,871.1
Other income 291 19.7
Expenses ‘ 3 (3.428.0) (2,426.7)
Share of profits of associates and jointly controlied entities using the equity method 100.8 835
Profit before finance costs, depreciation and amortisation 8409 5476
Depreciation and amortisation (205.6) (159.7)
Proft before finance costs : 7353 3879
Finance costs (143.8) (89.2}
Profit from continuing operations before income tax 5915 2987 K ’
Income tax expense (134.5) (54.4) T
Profit from continuing operations after income tax 4570 2443
Profit from discontinued aperations - 680.2
Profit for the period 4570 3245
Profit attributable to minority interest ' - (20.1}
Profit attributable to Shareholders of the Parent Entity l 4570 904.4

Earnings per share

Basic for profit for the year (cents) 1002 198.1
Basic for profit from centinuing operations (cents) 1002 535
Diluted for prefit for the year (cents) 1000 197.8
Diluted for profit from continuing operations (cents) 100.0 534

Weighted average number of ordinary shares
Basic (millions} _ 4561 4565
Diluted (milhons) 4569 457.2




consolidated balance sheet.

As at 30 June 2006

Current assets

3942

Cash and cash equivalents 109.0

Trade and other receivables 9408 807.0
Inventorics 31.4 140
Other financial assets 1985 -
Other assets 14.7 56.3
Non-current assets classified as held for sale - 15.2
Total current assets 1.2944 1,286.7
Non-current assets '

Trade and other receivables 223 0.4
Investments accounted for using the equity method 1.009.4 971.9
Exploration and evalualion assets 51.5 -
Jil and Qas assets 4985 -
Property, plant and equipment 4,602.4 37824
intangible assets 2,402 4 1.556.1
Deferred tax assets 3036 1270
Other financiat assats 2563 | 123.4
Other assets 470 | 33.0
Total non-current assets 9.193.4 6,594.2
Total assets 10,4878 7.880.9
Current liabilities

Trade and other payables 5117 433.4
Borrowings 20090 2364
Provisions 59.5 60.3
Current tax liabilities 288 86.0
Other financial habilities 2240 -
Other liabilities 3.6 8.9
Total current liabilities 28366 825.0
Non-current liabilities

Borrowings 14211 1.406.8
Lrovisions 525 46.0
Jther financiat habilities 2607 -
Deferred tax habilities 1,127.0 9458
Cther habilities 256 5.3
Total non-current labilities 2,886.9 2,403.9
Total liabilities 5.7235 32289
Net assets 4,764.3 4,652.0
Equity

Issued capital 19973 2,010.1
Reserves (361) (8.6
Retained earnings 2,803.1 2,.6505
Total equity 47643 4,6520




consolidated cash flow statement.

For the year ended 30 June 2006

Cash flows from operating activities ) _

Receipts from customers ) 50120 48423
Payments to suppliers and employees {4,3454) © (4139.8)
Dividends received B3e 928
Finance income received 199 25.0
Fmnance costs pad ) _ (164 6} (116.1)
Income tax paid ‘ (169.5) (147.0)
Net cash provided by operating activibes 4360 | 557.4
Cash flows from investing activities

Payments for property, plant and equipment (270.0) (187.5)
Payments for exploration and evaluation assets (49.4) | -
Paysments for ol and gas assets ) N ‘ (5571) -
Payments for investments (1.6} (220)
Payments for ntangibles (0.7} (0.2)
Payments for acquisition of businesses/subsidiaries (1.455.2) (19.0)
Loans advanced ) (12.3) (18.2)
Proceeds from sale of property, plant and equipment 46.7 ! 47.4
Proceeds from disposal of investments - 1.1
Proceeds from sale of subsidianes - 7778
Proceeds from loan repayments 110 20.1
Net cash (used in)/provided by investing activities (2,2886) ° 589.5
Cash flows from financing activities

Capttal return - (228.7)
On market share purchases (20.7) -
Proceeds from borrowings and hedge receipts on borrowings 2,4968 - 445 4
Repayment of borrowings and hedge payments on borrowings {(610.9) ‘ (539.2)
Dividends paid {287 6) | (448.6)
Net cash provided/(used in} by inancing activities 15776 (771.1)
Net (decrease)/increase in cash held ) 275.0) ! 3758
Cash at the beginning of the financial year ) _ 3770 ! 1.4
Effecis of exchange rate changes on the balance of cash held in foreign currencies 0.1 (0.2)
Cash at the end of the financial year 1021 3770 |




CONSOIUaled stateitiefit OF

recognised income and expense.

For the year ended 30 June 2006

Cash flow hedges.
Gain/{loss) taken to equity
Transferred to profit or loss for the period
Net gain/(loss} on hedge of net investments in foreign operations

Foreign exchange translation differences
Actuarial gain/(loss) on defined benefit superannuation plans
Share of increments in reserves and retained eamings attributable to assocates and joint veniure enirties
income tax on tems taken directly to or transferred from equity
Net income/{expenses) recognised directly in equity
Prohit for the period
Total recognised income and expense for the period
Attnbutabie to:
Shareholders of the Parent Entity
Minority intorest

(16 5) -
1125 -
16 -
173 195
15.2 3.7)
{09) (5.4}
(23.4) 11
1058 15
457.0 9245
562.8 936.0
562.8 9159
- 201
562.8 936.0

Reconciliation of Consolidated Statement of Recognised Income and Expense to equity movements

‘RESERVES | -RETAINED

$m | .EARNINGS

Opening balance at 30 June 2005
Current penod adjustments
A-IFRS transitional adjustments current period™

Movement in reserves and retained earnings not reflected in Statement of Recogmised Income and Expense above.

Share-based payment transactions
Profit for the period
Dividend paid
Closing balance at 30 June 2006
* A-IFRS transitional adjustments current period
Fair value at date of transition of qualifying hedges
Income tax beneft thereon
Share of increments m earmngs atinbutable to associates
Fair vatue at date of transition of derivatives that do not qualify as hedges
Income tax benefit thereon

A I rSm
(8.6) 26505
92.4 134

(123.3) {30.4)

3.4 -

- 4570

- (287.4)
(36.1) 28031
(1762) -
52.9 -

- 19.3

- (71.0)

- 21.3
(123.3) (30.4)




Results
Profit after income tax attributable to Shareholders from continuing operations has increased by $212.7 million to $457.0 millicn over the provious
corresponding year, resulting in a 87.3% increase in basic earnings per share from continuing operations to 100.2 cents,

The result for the year inciuded the following one-off significant items after tax:

Equity accounted profit relating to APA entering tax consolidations . $5 5 milion
Tax consolidation benefit ansing from Gas Networks increasing tax cost base ) $46.3 million
Demerger/Merger costs : ($31.9) million
Sale of Breakfast Pomnt property \ $23.3 miflion
wrnite down of PNG Pipeline FEED costs ($18.3) milhion
Total sigmhcant itemns after Income tax ‘ : . $24.9 miltion

. EXCLUDING INCLUDING

SIGNIFICANT ITEMS SIGNIFICANT ITEMS .
30 June 30 June 30 June * 30 June
2006 2005 2006 2005
$m $m $ro $m
Profit before finance costs, depreciation and amortisation and income tax (E31ITDA) Q828 7813 9409 ¢ 5476
Depreciation and amaortisation (205 6) (159.7) (205.6) (159.7)
Profit before finance costs and income tax (EBIT}) 7772 6214 735.3 3879
Finance costs (143.8) (89.2) (143.8) (89.2)
Profit before income tax (PBT) 6334 5322 59i.5 298.7
Incormne tax (201.3) (161.9} (1345) (54.4)
Profit after income tax (PAT) 4321 3703 4570 2443
Profit from discontinued aperations - 56.0 - 6580.2
Profit for the period ‘ 4321 476.3 457.0 ¢ 9245
Minarity interest - (20.1} - (20.1)
Profit after income tax attributable to Shareholders of the Parent Entity 432.1 406.2 457.0 904.4




financial commentary. . _

Discussion and Analysis of
Financial Statements
Profit Attributable to Shareholders

Profit after income tax from continuing operations and excluding
significant iterns was $432 7 million reflecting basic earnings of 94.7
cents pes share, a 13.6 cent per share increase over the prior comparative
perod. Reported profit from continuing eperaticns was $457.0 million
representing an increase of 87.1% over the prior comparative period,
resulting i an increase of 87.3% in basic earnings per share to 100 2
cents per share.

Cash Flow

During the year, operating cash flow decreased by 21.8% to $436.0
.nilion Operating cash fliow after stay-in-business capital expenditure
decreased by 30.6% to $378.2 millon and cash flow avalable for
expansion of the business, after stay-in-business capital expenditure
and payment of dividends decreased by 792% to an outflow
of $30.6 million.

Final Dividend

The Directors have declared a 2006 final dvidend of 36.5 cents per share,
franked to 36.5 cents (100%). The 2006 full-year dividend total of 67.5
cents per share (franked to 67 9 cents (100%) per share) represents an
increase of 7.1% over the 2005 full-year dwidend total of 63.0 cents
(franked to 60.0 cents (95 2%))

The Record date to determine Shareholders’ entitlernents to the 2006
final dividend 15 8 September 2006 with payment on 22 September 2006,
Shares will comrnence trading ex-dividend to the 2006 final dividend cn
4 Septemboer 2006

Review of Operations

Profit from continuing operations (including significant tems) before
“nance costs and nceme tax was $735.3 million (2005 $387.9 millkon)
ansing from the following actvities

Energy Networks

AGL's ownership ingas and electricity distribution networks comprises two
businesses: AGL Gas Netwaorks {servicing Sydney, Newcastle, Wollongong
and more than 20 New South Wales country centres) and AGL Electricity
Netwaorks (servicing 950 square km of north-west greater Melbourne)
Both Netwarks provide non-discriminatory regulated distribution services
to licensed energy retailers, including AGL's retail business

Gas Networks EBIT $119.2 million {2005 $132.4 million)

down 10.0%

EBIT for the year was $13.2 milhon lower than 2005 principally reflecting
the full-year effect of reduced network tariffs following theimplementation
of the IPART approved 2006 to 2010 Access Arrangement in July 2005
Revenue from transportation tariffs comprised 96% of Gas Networks
total revenue in both 200% and 2006, and the impact of the regulatery
decision, which effectively reduced 2006 transportation tanff revenues
by 3.4%, was a dominant feature of the 2006 result.

The make up of transportation revenues continued to be dominated by
services provided to residential and small business sites. While the
continuing trend of reduced gas demand 1n large NSW industry had an
unfavourable revenue impact relative to 2005, this impact was offset
through increased residential and small business demand largely due to
coolar temperatures dunng April to June.

Gas transported on the New South Wales network was 95.3 PJ, a decrease
of 0.5 PJ compared to the carresponding period last year. This decrease
is princrpally attributable to the large industrial market (1 PJ reduction).
Consumption trends in the tanff market also continue to be depressed due
largely to reduced water usage as 3 result of ongoing drought conditions

New site growth saw a net increase of 23,442 customer sites and
180 km of gas mains added to the network. The NSW gas distribution
network now comprises 23,721 km of gas mains and transports natural
gas 10 975,033 customer sites

Significant capital projects for Gas Networks included an upgrade of eight
major supply facilities and three sections of the low pressure network to
ensure continuing s&fe and rehable supply The project Lo provide supply
security to the Sydney high pressure network by constructing a new gas
main between Liverpool and Marrickville in Sydney's inner west is well
advanced. Engneering design and route selection for the project are
complete, the pipe has been procured and construction work has begun

Electricity Networks EBIT $89.0 million (2005 $152.3 million loss)
up 158.4%

At the underlying tevel, Electricity Networks was up 12.9% on the previous
year. This was largely due to 8 $9.9 million improvement in total revenue
relative to 200472005 The reduction in deprectation and amortisation
was principally associated with the write down in network asset value in
2004/2005.

The total revenue was substartially driven by netwaork sales revenue which
was favourable as a result of tugher TUOS (transmission use of system)
tanffs during calendar 2006 and higher DUQS {distribution use of system)
revenues from increased weather related volumes in the residential and
small business customer group The ESC's finat decision on the 2006 to
2010 distribution network price review was implemented from 1 January
2006. The pricing impact on DUOS revenue a5 a resuit of this decision
was approximately $0.2 millon adverse for the six-moenth period.

Electricity distributed by the AGL electricity network was 4,209 GWh,
an increase of 0.8% on last year. This result occurred through incregsed
residential and smalf business consumption and 15 largely attributable to
the warmer December and January and cooler May and June relative to
the prior corresponding period.

Growth in customer sites was also strong with a net increase of 7,570
sites connected to the network during the year Network length was
extended by 133 km, bringing the total ime length to 10,418 km.

Signithcant  capital projects for Electnaty Networks m 2005/2006
included the completion of a two-year projgct to construct a new
sub-transmission Ine from Kelor to Sunbury to renforce supply to
Sunbury and surrounding areas, and the nstallation of 2 new transformer
in North Heidelberq.
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Agility EBIT $70.3 million (2005 $63.0 million) up 11.6%
Agllity 1s the energy and utility infrastructure management and services
company within AGL prowiding infrastructure development, construction,
management and related services to both AGL related and third party
chents throughout Australia. Agiity currently manages and services
AGL's NSW gas network and victonan electricity network, APA's gas
transmission assets and ActewAGL's gas networks.

Agility continued to deliver double digit growth for the year ended 30 June
20086, contributing $70.3 million to profit before fnance costs and tax, an
increase of $7.3 miflion, or 11.6%, cormpared to the previous year.

Higher revenues for the year drave the strong performance in EBIT, a
result from both recent organic and acquisition growth plus the ongoing
cost efficiencies achieved during the year Agility revenue has increased
to $516.9 million from $428.6 milion in 200472005, representing a
20.6% increase Revenue from third parties sccounted for 20.5% of total
revenue, anincrease of 5.4% from 15.1% in 2004/2005.

The underground electricity businesses acquired n Queensiand and
Western Austraba have contributed strongly to the overall Agility results
with an additional $32 millon in revenue, helping firmly establish Agility's
presence in the electricity markets in these states.

Duning the year, Agility won in excess of $175 million in new contracts, an
ncrease of $68 million over the previous year.

Key thrd party contracts completed and/or in progress during the
year include:

» The provision of electricity overhead and underground cabling services
to Energex and Ergon in Queensland and Western Power in Western
Austraha;

« Sydney Water Wet Weather Overflow Reduction Program;

» Construchon and maintenance of the Powerco gas distribution network
in Tasmania;

= Ten year operating and maintenance contract on the Central Ranges
pipefine n New Scuth Wales;

» Electricity contracts with TransGrid i New South Wales;

a Construction of a gas ppelne lateral for Hamersley Iron in Western
Austraha; and

= Gas network contracts wath Alinta i Victona

In addition to the Wet Weather Overflow Reduction Program with Sydney
Water, Agility, together with its partner, Veolia Water Australia, is on the
shortlist for the Camellia Recycled Water Project in western Sydney.
Agility is also working towards buifding water industry capability in other
states to ermulate 1ts success in New South Wales

Existing relationships

Agility has mamtained its focus on providing a full range of services to its
related customer base, those i which AGL bas an interest, including AGL
Energy Networks, ActewAGL and Australian Pipeline Trust (APA).

A number of significant projects were undertaken for these clients during
the year including:

continued

» Ultrasonic pigging projects on the Moomba to Sydney Pipeline {MSP}
for APA;

» Stress corrosion cracking repair projects on the MSP for APA;

# Projects to rehabilitate gas mains in Bathurst and Cootamundra for AGL
Gas Networks;

= Initiation of the Sydney Primary Loop Project for AGL Gas Networks; and

» Completion of upgrading works on the Sunbury Zone Substation for
AGL. Electncity Networks.

Agility has also extended its service offerings to ActewAGL and is

now actively involved n assisting ActewAGL with 1ts electricity pole

replacement program.

Acquisition growth
As part of its strateqy to service a national market, Agiity made two _
further acquisitions during 200572006.

Following its acquisition of Queensland based Oakland Construction n
2004/2005, Agllity acquired another specialist tugh-voltage underground
Queensland constryction busness i October 2005 The newly acquired
business, Yambah Civil, brought with it further capability tc service the
highly active Queensland electriaty market along with the addsdtional
experience of 30 new cofleagues. In January 2006, Agility acquired Cable
Layers, another elactricity asset canstruction business, but this time in
Western Australia. The Western Australian electricity market has been
experiencing similar pressures to the Queensiand market and the Cable
Layers acquisition has firmly established Agility's presence in electricity on
the western side of the nation while adding the skills ard experience of
100 new employces

Retail Energy EBIT $262.8 million {2005 $221.2 million)

up 18.8%

AGL's retail activinies involve the marketing and sales of natural gas,
clectrioty and enerqy-related products and services to Australia’s
largest retail energy custamer base, comprising approximately 2.8 rnillion
customer accounts. AGL's residential and small business customers ar
located in New South Wales, Victoria and South Australia, while industria
and commercial customers are located also in Queensland.

AGL's retail activities contributed $262.8 millon to profit before finance
costs and income tax compared with $221.2 million for the previous
corresponding perniod while profit before finance costs and income
tax was 7 7% of sales revenue for the year to 30 June 2006, up from
6.6% from the previous corresponding period The underlying net gains
primarily driving this outcome were more favourable energy purchase
costs resulting from the enhanced AGL merchant portfolio, favourable
weather, acceptable regulatory cutcomes and the postive impact on
earnings from merchant derivative instruments foliowing the transition
to A-IFRS

Therewas an overali decrease of 49,617 mass-market customer accounts
compared to the previous corresponding period, with the number of dual
fuet customer accounts, where AGL supplies both gas and electricity,
increasing by 59,956 to 1,096,636 accounts A core part of AGL's retail
strategy 1s to kmprove its dual fuel market penetration.




Competition remains most active in the Victorign market, where AGL
experienced a decrease of 54,132 mass-market accounts year on year
Electricity account growth in New South Wales exceeded losses in South
Australia and AGL's customer losses i the New South Wales gas market
were low compared tc industry benchmarks.

Natural Gas
Total natural gas sales of 138.9 PJ were 7.7 P} higher than the previous
corresponding period.

Sales to mass-market customers were largely in line with the previous
year, increasing 0.2 PJ to 62.4 PJ. Gas volume growth in South Australia
and Victoria has more than offset volume losses in New Scuth Wales.

Sales to contract market customers in the Industrial and Commercial
segment increased by 7.5 PJ to 76.5 PJ. Sales growth was achieved in all

tates with New South Wales conmtnibuting 5.2 PJ of the growth year on
year, the key driver being the transfer of Incitec business to Retail Energy
during the year to 30 June 2006 from Merchant Energy.

Electricity
Total electnicity sales volume of 22,147 GWh was 132 GWh lower than
last year, primarily due to the loss of a large contract market customer
in the year.

Sales to mass-market customers increased by 83 GWh to 2.849 GWh
with growth through winning customers in New South Wales more than
compensating for customer losses in Victoria and South Australia.

Sales to contract market customers in the ndustnatl and Commercia!
segment decreased by 215 GWh to 12,298 GWh. The New South Wales
contract market sales volumes decreased by 444 GWh to 3,809 GWh, due
to the loss of Xstrata business. in the Victorian contract market, volume
increased by 115 GWh to 4,808 GWh. In Scuth Australia contract market
volumes increased by 55 GWh to 2,992 Gwh and in the Queensland
contract market sales increased 60 GWh to 689 GWh.

Industrial and Commercial customer growth

\GL achieved real voiume and margin growth in its larger industrial and
commercial customer segrents in the year. This resulted from targeted
campaigns and increased channel marketing activity. AGL1s well positioned
for further growth n this segment in 2007, Innovative commercial
solutions and a customer-focused appreach to account management
are proving to be significant differentiators for farger customers in this
highly-competitive market

Improving customer service

AGL continually strives to meet the challenges of rising custormer service
expectations. This year, AGL intreduced 'mprovermnents to its mtegrated
telephone call distribution and handiing processes and Further developed
its capacity to handle mare difficult service issues. Enhancements to the
telephony platform improved AGL's ability to resolve service issues in one
call. AGL continues to benchmark its service delivery standards against
comgetitars and leading service providers across a range of nen-energy
servica industries on a quarterly basis Despite unprecedented levels of
competitive activity, AGL maintained service delivery against all its key
external benchmarks.

improving profitability

In response to the increasing dernands of customers, and to ensure
continued growth, AGL is embarking on a major business transformation
program. This program s a focused approach to delivering significant cost
reductions and performance improvement across AGL's retail activities. It
covers management of people, process, technology and data, and includes
the progressive replacement of AGL's mass-market bilting systems.

The program will help deliver AGL's key retail operational cbjectives,
which are to:

» Achieve operational excellence through simgler, standardised
processes;

a Develep more stringent approaches to measuring performarnce,

a Reduce the overall cost-1o-serve customer;

» Maximise customer retention and profitable growth through improved
custemer management and service delivery;

» Lower business and IT costs through the replacement of AGL's
mass-market billing systems; and

= Establish capability to capture future growth opportunities.

The business transformation program wilt also deliver a robust IT platform
that will add value and competitive advantage over the medium term.
it will aiso fower AGL's costs to acquire and serve customers.

Positioning for growth in Queensiand

Queensland's residential energy market is expected to open to competition
on 1 July 2007 This provides a vital cpportunity for growth and AGL
is currently developing market entry plans, which may be through the
acquisition of an ncumbent business as well as through customer sales
ard marketing efforts.

Retail regulation

During the year, reguiated energy prices were vanied In accordance with
multi-year price agreements n South Austrafia (electricity), New South
Wales (gas) and Victoria (gas and electricity). AGL continues to support
national consistency in regulation of Austraha’s retail emerqy markets.
During the year, the Ministerial Council on £nergy progressed with the
process to establish a nationat regulatory framework by 1 January 2008.
This positive step will provide retailers with the opportunity to deliver more
effective and consistent service to all customers regardless of location.
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Merchant Energy EBIT $147.2 miflion (2005 $52.6 million)

up 179.8%

AGL's merchant energy activities isvolve power generation, electricity
trading and hedging, upstream gas and oil investments, gas trading,
managing & portfolio of gas supply and transmission contracts as well as
providing services to major and commercial customers.

For the year to 30 fune 2006. Merchant Energy's contribution to profit
before finance costs and ncome tax increased 179.8% from $52.6 million
to $147.2 milhon. This result was achieved by the successful integration
of the new businesses, PNG Upstream Gas Project, Southern Hydro
(renamed AGL Hydro post acquisition) and Sydney Gas together with a
strong improvernent from the existing business activities.

The exssting businesses (excluding the impact of current year acquisitions)
increased their total contribution to $81.9 million, a 55 7% increase over
the prior year result of $52.6 million. The current year acquisitions, the
investment in PNG Upstream Gas Project, AGL Hydro and a 50% share of
the Sydney Gas assets contributed 365.3 million to the full-year result.

Power generation and trading

AGL's power generation portfolio includes the gas-fved peaking
generators, Somerton in Victoria and Hallett in South Australia, AGL's
32.5% investment in Loy Yang Power tagether with the November 2005
acquisition of Southern (AGL) Hydro.

AGL row has a diverse power generation portfalio including base, peaking
and intermediate generation plants, spread across traditional thermal
generation (gas and coal) as well as renewable sources (including hydra.
wind, landfill gas and biogas).

For the year to 30 fune 2006, Power Generationincreased profit contribution
bafore finance costs and income tax to $73.8 million, up $41.2 million
(126.4%) on last year ($32.6 million). The result was delivered across all
aspects of the business with the gas-fired peaking generators improving
underlying performance by $7.5 million to $29.3 milion and a cantributicn
of $22.8 million from AGL's Lay Yang investment, up $12.0 million on the
previous year. Further uphft came from the $21.7 million contribution from
AGL Hydro since its acquisition in Novermber 2005 The substantial growth
in AGL's power generation portfolio, which underpins AGL's strategy of
growing its interests m upsirearn assets, defivered additional revenue as
well as efficiency gains in relation to operating costs delivered through the
increased scale and integration of the generation portfolio.

Included within the $21 7 milion contribution from AGL Hydro is a loss
of $0 6 milkon arising from the application of new Australian International
Firancial Reporting Standards (A-iFRS) requirements to that business’
portfolio of electncity hedge contracts. The application of A-IFRS to the
balance of the Merchant Energy portfolio of electricity hedge contracts
resulted n a gan of 39.1 millon. The applicability of A-IFRS in respect
of Financial Instruments commenced on 1 July 2005, resulting in no
comparative being relevant for the prior year

contmued

Power generation — wholly-owned gas-fired

AGL's two gas-fired power stations, Semerton in Victoria and Hallett in
South Australia, continue to play an important role n mitgating AGL's
patential risk to the volatility of electricity spot prices during perieds of
peak electricity demand. Somerton has 150 MW of mstalled capacity
while Hallett has 180 MW. Hallett has distillate as an additional fuel
supply, which enhances security of supply. These plants tend to operate
during the summer and winter seascns, but are avalable to supply the
market throughout the year.

Substantial improvements to start refiability together with operating and
maintenance cost efficiencies contributed to the $7.5 milion (34.4%)
improvement to enderlying performance.

Power generaticn — wholly-owned hydro

The acquisition of AGL Hydro in late 2005 for $1,451.4 mullion (mcludlng
transaction costs) significantly strengthens AGL's upstream generation
capacity. The successful integration of this business into the generation
portfolio of assets enabted a $21.7 million contribution to profit before
finance costs and income tax In addition, partfolio benefits arising from
this investment have accrued to AGL's retait energy segment in the form
of lower electricity purchasing costs

The AGL Hydro plant consists of a range of hydre stations and the Wattle
Pont Wind Farm. Plant with significant discretionary capabilities, and
the capacity to respond to high wholesale market prices, are contracted
internally to offset the demand of AGL's retail customers, thus limiting
AGL's exposure to volatile electricity poaol price autcomes. The less
discretionary plant that is subject to run-of-river constraints, are largely
contracted externally.

The discretionary hydre generation facilities are highly complementary
with AGL's existing gas-fired peaking generaticn facilities at Hallett and
Somerton. Whilst the water resource available for the hydro generators
may at iimes be limited, this capacity is supplemented by gas-fired plant
which has no fuel constraints. Hydro generation adds significant value to -
the generation portfolio as it 1s able to start almost instantaneously. Giver
that AGL operates in a market where there is a price set for each five-
minute period this fast-start capability s highly desirable.

Power generation ~ investments

The EBIT contribution for the year from the 32.5% investment in Loy Yang
Power increasad by $12 0 miflion (111%) to $22.8 miion from $10.8
million previously. The resuit comprised a share of the equity accounted
profit of $11 4 million and toan note interest revenue of $11.4 million.
Improvemnents to GEAC's underlying performance, primarily 5 result of
higher revenues as a conseguence of higher spoi prices in the Victoran
pool, increased AGL's share of the equity accounted profit from $02
mithon in 2005 to $11.4 million




Wholesale Gas

The new business division of Merchant Erergy created: out of the
previous Energy, Sales and Marketing (ES&M) and Power Assets:

divisions, incorporates ES&M’s Wholesale Gas business under'the new
rmanagerment stiucture, Wholesale Gas is responsible for sourcing gas for
AGL's retail business as well as sales to AGL's major external wholesale
custorners. Such external custamers include third party generators and
other gas retailers, ‘

Wholesale Gas sales increased by 5.5 Pito 47.2 P primariiy due to
the fuli- -year contribution from the acquisition of Terra Gas Trader
in January 2005.

Gas Development

The Gas Development group was estabhshed as part of the Merchant
“nergy division in March 2005 with the objective of positioning AGL into
¢hé upstream gas production industry tnvesting in this sector is aimed
at providing AGL with direct access “to competitive sources of gas and
to providing AGL with wider investment opportunities in the upstream
sector to help underpin long-term growth.

AG\. took significant steps along the path to meeting its objectives with
three key investrments made during the past year:

# A 10% interest in the PNG Upstream Gas Project for an initial payrnent
-of US$395.6 million;

a A 50% interest in Sydney Gas Limited's (SGL) productlon leases and
exploration licences; and

= The aquisition of a 50% interest in Australia's largest single producing
CSM project — the Moranbah Gas Project.

The Gas Development group made a profit contribution before finance
casts and tax of $43.5 million in 2006 comprising $43.3 million from the
PNG Upstream Gas PrOJect and $0.2 million from the coal seam methane
(CSM) projects.

Gas Development — PNG-Upstream Investment

In 17 February 2006 AGL completed the acquisition of & 10% interest
in the PNG Upstreamn Gas Project from O Search for an initial payment of
US$395.6 million (approximately $528 million}. The acquisition included
an 11.9% interest in the PDL2 joint venture, which tas been produging
oil since 1991, and a 66.7% intérest in the PDL4 joint venture, which
“has been producing oil since 1996. The balance of the purchase price is
contingent upon PNG Upstream Gas Project sanction and financial close.
Following an independent audit of oil reserves completed in April 2006,
the acquisition price was reduced by US$17 million (approximately $22
million).. AGL has substantially hedged its expected production profile
over the first four years with a mixture of swaps and options, -

AGL's share of oil production since’ acquisition was 1.25 mitlion barrels,
while oil liftings totalled 1.06 million barrels with a realised sales price
of US$69.37 per barrel after taking into account the impact of settled
hedges. Gross oil sales after settied hedges totalled $98.7 million
comprising gross revenue of $39.0 milion and & $0.3 milliort loss on
settled oil swaps. Qther revenues primarily comprise oil pipeline tariffs
of $2.4 million. Depreciation and amortisation totalied $38:2 rnilliqri with

an EBITDA margin of approximately 85%. The EBIT contribution in 2006
was $43.3 million, compnsmg underlying EBIT of $51.5 million and a ioss
of $8.2 million arising from the application of A-IFRS 1o the business’
portfolio of oil hedge contracts.

The effective tax rate was 66:8% comprising a PNG tax rate of 50%
and non-deductible depreciation and amortisation arising from AGL
inheriting Qil Search’s tax value, which was significantly lower than the
purchase price. :

Gas. Development ~ CSM Joint Ventures

During the year AGL acquired 50% of the CSM interests of Sydney Gas
Limited {SGL) and entered into an agreement to acquire 50% of the
Moranbah Gas Project from BHP Billiton,

Sydney Basin Joint Ventures

Three joint ventures were formed on acquisition of 50% interests in
SGL's preduction.leases and exploration licences, including the producing
Camden Gas Project, for a total initial payment of $42.25 million.
Contingent payments of up to $51 million will be made if additional
reserves are proven at Camden by December 2008, based upon an
agreed reserve formula with reserves verified by an independent external
expert. The joint ventures allow AGL to participate in the exploration,
development and production of CSM across the Sydney Basin. Effective
fram 1 February 2006 AGL assumed the role of operator of the Carden
Gas Project. Exploration activities in the Camden and Honter regions,
operated by 5Gi. continued during the year aimed at defining and
assessing the potential of additional C5M resources.

AGL’s equity share of gas sales was 1.3 PJ since acquisition. Sales revenue
totalled $4.2 million and EBIT contribution in 2006 from the Sydney Basin
joint ventures was $0.2 mllhon after depreciation and amortisation of
$2.2 million. The current monthly productlon on an annualised basm is
over 4.4 PJ, with AGL’s share being 2.2 PJ,

The Camden Gas Project has two cornpressors installed at the Ray Beddoe
Treatment Plant (2.5 TJ/d capacity) and Rosalind Park Gas Plant (12.0 TJ/d
capacity). Compressor availability during the period of ownership was in
excess of 35% and further compression capacity is to be installed at the
Rosalind Park Gas Plant. OF the two compresscrs an-order, one of these is
expected to be commissioned by December 2006 with the second to be
installed during the second half of the 2006/2007 financial yéar.

Moranbah Gas Project Joint Ventures

AGL announced a binding sale and purchase agreement on 27 June 2006
10 acquire BHP Billiton's 50% interest in the Meranbah Gas Project for
US$68.7 million (approximetely $93 million), The assets acquired, which
are operated by CH4 Gas Limited, also include a 99% interest in the ATP

-364P exploration joint venture and all BHP Bilfitor's rights including a 5% -

averride royalty under a 50-year agreement with CH4.

The transaction was finalised on 22 August 2006 following satisfaction
of the conditions precedent, which include third party and government
consents. Accordingly there was no EBIT contribution from these assets
in the current year.
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Energy Investments & LPG - contribution $89.9 million
(2005 $94.0 million) down 4.4%

ActewAGL (50% AGL ownership)

ActewAGL's profit contribution was $49.3 millen, marginalty above its
2005 contribution of $49.2 million. Colder weather in the final quarter
of the financial year resulted in higher gas and electricity volumes,
which were offset by a higher electricity cost of ssles and the full-year
impact of revised gas network tanff charges following the regulatory
reset n January 2009,

ActewAGL is a joint venture between AGL and ACTEW Corporation, an
ACT Government-owned enterprise. Established in 2600, it 15 the first
utility joint venture in Australia between a private company and a publicly-
owned enterpnse It owns and operates the electricity and gas networks
in the Australian Capital Territory and the gas networks in Queanbeyan,
Nowra and the Palerang Council area (the former Yarralumla Shire} i New
South Wales, as well as operating the Australian Capital Territory's water
and sewerage assets. ActewAGL also manages the operations of the
TransACT telecommunications services business. The jont venture has
approximately 153,000 electricity and 107,000 natural gas customers,
Despite increasing competitive pressures, retail customer numbers are in
line with the pricr year.

In April 2006, the Independent Competition and Regulatory Commussion
(ICRC) released its Final Decisicn on the retall electricity tariff in
the Australian Capital Terntory for franchise customers, those with
consumption less than 100 MWh per annum. The ICRC concluded that
the electricity market in the Australian Capital Tesritory is sufficiently
competitive and recommended that the Transitional Franchise Tanff be
discontinued from 1 July 2007,

Australian Pipeline Trust (APA) (30% AGL ownership)

APA contribution was $27.3 million up 42% on its 2005 contribution of
$19.2 mitlion. AGL's estimate of underlying earnings improved by 13% to
$21.8 mill:on (AGL's 30% share) reflecting a full-year contribution from
prior-year asset acquisitions in Western Australia and Queensland, and
increased contracted volumes with CS Energy on the Roma to Brisbane
Pipeline (from February 2005). The result also includes a share of APA's
significant items (AGL share $5.5 miliion).

APA owns, or has an interest 1n, more than 7,700 km of gas transmission
pipelines across most Australian states and terrifaries. APA also owns the
Mondarra natural gas storage facility in Western Austrafia and a C5M
processing facility at Kogan, west of Brnisbane.

In March 2006, APA further diversified its portfolio by acquinng its first
nen-gas transmission asset — the Murrayiink electricity transmission
assets, which connect the Victorian and South Australian National
Electnaity Market regions.

continued

In tune 2008, APA announced that it had reached agreement with
Babcock & Brown tnfrastructure (3Bi) to work in association with APA, to
launch a scrp takeover offer for GasiNet Australia. GasNet owns a 1,930
km regulated high pressure gas transmission pipeline network in Victoria,
among other assets. The effect of the agreement would see that upon
successful completion of the offer, APA would acquire 50% of the GasNet
business in an equal joint venture with BEI.

On 15 August 2006. Colonial first State Global Asset Managemeant
announced its intention to make a recommended offer to acquire all of
the stapled securities i GasNet Australia for $2.88 cash per stapled
security On the same day, the Board of GasNet Australia unanimously
recommended that security holders accept the offer, in the absence of a
superior proposal.

The annual result includes a full-year contribution followng the acquisition
of the Parmeliz and Goldfields pipeline assets n Western Australia
(acguired n August 2004), and the 30% mimority interest in the Ballera
to Mt Isa pipeline (acquired in February 2005) In addition. the results
include a share of APA’s significant items arising from prior-year tax
benefit following entry into tax consolidation (AGL share $4.8 million) and
the write-back of a provision following settlement of a tariff dispute (AGL
share $0.7 million).

GasValpo (100% AGL ownership)

GasValpo's contribution was $14.6 milllon up 180.8% on its 2005
contribution of $5.2 milion The result reflects the first full-year
contribution from gas sales to the government-owned oil company
Empresa Nacional de Petréleo (Enap) and increased sales to residential
and commercial customers.

GasValpo s the largest regional gas distributor n Chile outside the
Santiago metropolitan area. Situated n the coastal cities of Valparaiso
and Vifia del Mar, west of Santiago. Gasvalpo distributes and markets gas
to approxmately 41,000 residential and commercial customers, and 40
industrial customers.

GasValpo has continued to develop initiatives to minmmise the overail
impact of continuing gas restrictions from Argentina on indusinal
custorners, including energy swaps and sourcing alternate gas suppliers

In June 2006, GasValpo commissioned a biogas extraction facihity
utilising landfill gas from the privately operated Ef Molle fandfill site, which
services the cities of Valparaise and Vifa det Mar, and surrounding areas
Subject 10 the extraction of acceptable levels of landfill gas, additional
nvestment witt be considered to utilise the methane content of the gas
as a renewable energy source.

The Chilean Government has continued to progress the development
of Chile’s first LNG supply terminal, which 1s proposed to be located
i GasValpo's concession area, and deliver first gas n the fourth quarter
of 2008. GasValpo has entered nto a Memorandum of Understanding
to participate in this project via the Government appointed project
developer Cnap.




LPG

E.gas (50% AGL ownership) and H € Extractions (HCE)

{100% AGL ownership)

Elgas and HCE combined contnbution was $23.9 milllonup 17.1%
on the combined centnbution of $20.4 million reflecting a year
charactensed by record high US dollar denominated international
LPG prices.

Elgas is the largest distributor and marketer of LPG n Australia. It also
owns and operates Australia’s largest underground LPG storage facility
(the Sydney LPG Cavern), located at Port Botany in Sydney.

Energy sales volumes were in fine with the prior year, although the leisure
market continues to grow. The continued high cost of LPG has made
it difficult to grow new business sales volumes and placed pressure on
margins. The Sydney LPG Cavern agan proved itself as the supply hub
or eastern Australia, with increased volumes resulting from its superior
security and reliability compared to other supply sources. Lower Unigas
volumes resuited from increased competition for retal market share
in the automotive LPG sector, where overall volumes are improving as
increasing numbers of new autogas vehicles enter the market.

HCE produces LPG and naphtha by processing refinery off-gases supplied
by the adjacent Caltex oil refinery at Kurnell, Sydaey, with all production
sold back to Caltex.

Despite HCE production of 35,400 tonnes of LPG being 1,600 tennes
lower than last year due to lower levels of feed gas supplied from the
refinery. high LPG prices resulted in an improved contribution.

PNG Pipeline FEED

Following a lack of sufficient committed foundation load and escalating
construction costs, a decision was taken by AGL to write off its 50%
share of the Front End Engineening and Design (FLED)} costs incurred to
30 June 2006 of $25 1 millior pre tax. The pipebne route and asscciated
cost build up were unable to be sufficiently determined without a fina!
committed load. APC continues to work with upstream producers to
valuate alternative structures fo bring PNG gas to eastern states
markets.

Unallocated items — expense $65.2 million
(2005 expense $27.8 million) up 134.5%

Unallocated expense itemns of $65.2 million were $3 7.4 million higher thann
the previous correspanding period. The primary reason for the increase being
the prior-year result ncluded $5.0 mifiion of restructuring costs while the
current year includes $45.6 million (pre-tax) of Demerger/ Merger Costs,
Both items have been treated as significant. The underlying unalliocated
expense items have fallen 14.0% this financial year to $19.6 million.

Finance costs — expense $143.8 million
(2005 expense $89.2 million) up 61.2%

Finance costs from continuing operations have ncreased by $54.6
mitlion over the prewious corresponding pertod This was due to increased
funding costs resuling from additional debt raised m relation to the
acquisition of Southern Hydro and the investment in the PNG Upstream
Gas Project. These were offset to some extent by favourable mark to
market adustments on freasury derivative products of approximately
$15 million

Income tax - expense $134.5 million
(2005 expense $54.4 million) up 147.2%

Income tax expense from continuing operations has increased by $80 1
million over the pror corresponding period. The majority of this increase
is explained by the previous year result including a igher benefit amount
relating to tax consalidations of $65.9 million compared to the current
year of $46.3 million and a $38.1 million benefit from the write down of
the Electricity Network assets.
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For the year ended 30 June 2006

Note 1 — Basis of preparation

The Concise Financiat Report relates to the consolidated entity consisting
of The Australian Gas Light Company (The Parent Entity) and each of
its subsidianes. The Report has been prepared n accordance with the
requrements of the Corporations Act 2001 and Accounting Standard
AASS 1039 Concise linancial Reports.

The financial statement and specific disclosures included in this Concise
financial Report, have been derved from the Full Financiat Report of the
consoldated entity. All amounts are presented i Australian Dollars.

The consolidated entity changed its accounting policies on tJuly 2005
to comply with the Australian equivalent to International Financial
Reporting Standards (A-IFRS). The transition to A-IFRS 1s accounted for
in accordance with Accounting Standard AASBt First-time Adoption
of Australian Equivalents to International Financial Reporting Standards,
1 July 2004 as the date of transition. An explanation of how the transition

from superseded policies to A-IFRS has affected the consclidated entity’s
financial position, financiat performance and cash flows is discussed in Note 2.

These accounting policies have been apphed in preparing the financial
statements for the year ended 30 June 2006, the comparative
information presented in these financial statements for the year ended
30 June 2005 and in the preparation of the opening A-it RS balance sheet
as at 1 July 2004 (as disclosed in Note 2). except for the accounting
policies in respect of financial instruments. The consolidated entity has
not restated comparative financial information for financial instruments,
mecluding dervatives, as permitted under the first time adoption
transitional prowisions. Instead, adjustments are made to the opening
balances of the current financial year to ensure that the opening balances
comply with the new accouniing policies.

A full description of the acceunting policies adopted by the consolidated
entity is provided in the 2006 financiel statements which form part of the
Full Financial Report.

Note 2 - First-time Adoption of Australian Equivalents to International Financial Reporting Standards
The impacts of adopting A-IFRS on the tota! equity, profit after tax and on the cash fiow statement as reporied under Australian Accounting Standards

applicable before 1 July 2005 (AGAAP) are illustrated below.

(i) Reconciliation of total equity as presented under AGAAP to that under A-IFRS

_ ' 30 JUNE 2005 $m

CONSOLIDATED )
1JULY 2004 Sm

Total equity under AGAAP 3,267.6 3,154.6
Total A-tFRS equity adjustments at date of transition 1,3084 n/a
Adustments to equity:

Recognition of net assets of defined benefit superannuation plans (2} 59 57
wnite back of goodwill amortisation (b} 395 -
Adjustments relating to NGC (¢) 545 (5.4)
Changes in equiy accounted investments (d) (1.2) (0.5)
Election made to measure property, plant and equipment of certain equity accounted investments

at fair value and use that farr value as the deemed cost of this property, ptant and equipment at the

date of transition {(¢) ' {4.6) 370.7
Efection made to measure certain property plant and equipment at far value and use that fair value

as deemed cost at the date of transition (f) (31.6) 1,578.0
Recognition of share-based payments (g) 5.2 (14.2)
Fax effect of A-IFRS adjustments (h) 83 (6259)
Total A-IFRS equity adjustments at date of transition n/a 1.3084
Total equity under A-IFRS 4.652.0 4,463.0

{b} Goodwill 15 not amortised under AASB 3 Business Combinahions but
was amortised under AGAAP An adjustment of $395 millon has
been rmade to reverse the goodwill amortisation expense since the
date of transition in accordance with AASB 1 First-time Adoption of
Austrahan Equivalents to International Financial Reporting Standards
(AASB 1) the consolidated entity has elected not to restate past
business combinations, accordingly no adjustment in respect of
accurmuilated goodwill amortisation 1s required at the date of transition

(a) AASB 119 Employee Benefits (AASB 119) requres the net surplus
or deficit in defined benefit superannuation plans to be recognised as
an asset or lability Under AGAAP, contributions to these plans were
expensed and no assets or lizbilities were recognised. The consolidated
entity has elected to early adopt the revised AASB 119 and has decided
to recognise actuarial gains and losses directly in retained earnings.
Other superannuation costs are recognised in the Income Statement,




of 1 July 2004, In addition, under A-IFRS the consolidated entity
concluded that the gas and electricity retail kcences do not meet the
criteria for recognition as separately identifiable intangible assets and
inaccordance with AASB 1 these licences were reclassified to goodwill
at the date of transition at their net book value of $%,170 C million.

adjustments in reiation to business combmnations, mvestments,
the adoptian of fair value as deemed cost in respect of certain
property plant and equipment and from previously categorised
permanent differences between the book and tax carrying
amounts of property, plant and equipment

{c) The consoldated entity disposed of its interests in NGC Holdings
Limited (NGC) in December 2004, Additional deferred tax liabilities
and other transitional adjustments were recognised on transition
to A-IFRS. This resulted in an increase of $54.5 million in equity in
respect of the sale of NGC.

(i) Reconciliation of profit after tax under AGAAP to that under A-IFRS

© CONSOLIDATED

" YEAR ENDED
30 JUNE 2005 $m

(d) The consolidated entity’s share of A-IFRS transitional adjustrments Profit after tax under AGAAP - 848.3
rade by entities which are accounted for using the equity method of Dea”eq benefit superannuation plan expense (a) 8.5
accounting have resulted in adjustments to the carrying value of thosa | Recognition of share-based payments expense (b) (a.1)
investments under A-IFRS. Write back of goodwill amortisation {c} 325

Adiustments relating 1o NGC (d 37.3

&) On transition to A-IFRS an election has been made in accordance v ] > re.a 9 ( )

Changes in equity accounted investments (e) 28

with AASB 1 to measure certain property, plant and equipment at fair
value and use that fair value as the deemed cost of this property, plant
and equipment The adustment to retaned carmngs at 1 July 2004
of $370.7 million 15 a3 result of the equity accounted nvestments
m Austrahian Pipeline Trust and ActewAGL Distribution Partnershep
increasing by $140.7 milten (after income tax) and $2300 million
respectively to reflact the consolidated entity's share of the increase
in equity accounted reserves arising from the increase in the carrying

Reduction in equity accounted profits in

respect of the electon to adopt the fair value

of property plant and equipment as deemed

cost at the date of transition in respect of

certain equity accounted inveszments (f) (4.6}
Additional depreciation in respect of the election

to adopt the fair value of certain property, plant

value of praperty, plant and equipment hetd by these entities. For and equpment as deemed cost (g) (318)
the year ended 30 June 2005, the consolidated entity recognised | 2% effect of A-IFRS adjustments (h) 83
Profit after tax under A-IFRS 904.4

a reduction in its share of equity accounted profits of $4 & million
reflecting the additional depreciation expense arising from the
increase I the carrying value of property, plant and equipment. This
was a change from the A-IFRS elections proposed in the financial
statements for the year ended 30 June 2005,

{a) AASB 119 Employee Benefits {AASB 119) requires defined benefit
superanmuation current service costs to be recogrised in the Income
Statement during the period. The conscldated entity has elected
to recognise actuarial gains and losses directly in retamed earnings
in accordance with AASB 119, Under AGAAP, superannuation
contributions were recognised as an expense as they were pad or
became payable.

(F) On transition to A-{FRS an election has been made in accordance with
AASB 1 to measure the New South Wales gas distribution network
praperty, plant and equipment at far value and use that fair velue
as the deemed cost of this property, plant and equipment. This has
resulted in an increase of $1,578.0 million in the carrying value of this
property, plant and equipment. As a result of the increased carrying
value of the property, plant and equipment, the consolidated entity
recogrised an additional depreciation expense of $31.6 milion for
the year ended 30 june 2005. This was a change from the A-IFRS
elections proposed in the financial statements for the year ended
30 tune 200%

(g) Under AASB 2 Share-based Payments (AASB 2), the AGL Share
Lean Plan s accounted for as an insubstance call option On
transition to A-IFRS, the outstanding loan balance of $14.2 million
was debited to equity For the year ended 30 June 2005, $5.2
mithon n proceeds from dividends and other repayments of the
Icans have been credited to equity AASB 2 requires eguity-settled
share-based payment transactions to be fair valued at grant date
and recognised as an expense over the vesting perniod, with a
corresponding mcrease it equity.

(b} Share-based payments are required to be recegnised in the Income
Statement under AASB 2 Share-based Payments but were not
required 1o be expensed under AGAAP, hence an adjustment has been
made to expense the fair value of Share-based Payments over the
vesting period.

{c} Goodwilt 15 not amortised under AASB 3 Business Combinations but
was armortised under AGAAP. An adjustment has been made to reverse
the goodwill amortisation expense since the date of transition.

(d) The consohdated entity disposed of its interests in NGC in December
2004, Additsonal deferred tax labities and other transitional
adjustments were recognised an transition to A-1FRS, which resulted
in an mcrease of $37 2 million in the reported profit on sale of NGC
under A-IFRS

(e} The consolidated cnuity's share of A-IFRS transitional adjustments
made by entities which are accounted for using the equity method of
accounting have resulted n adjusiments to the consoldated entity's

(h) The tax effect of A=IFRS on transition. and onqoing, arises from share of profits recognised under A-IFRS.

the recognition of deferred taxes associated with far value
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{f) On transition to A-IFRS an election has been made in accordance with
AASB 1 to measure certain property, plant and equipment held by
certain equity accounted entities at fair value and use that fair value as
the deemed cost of this property, plant and equipment. For the year
ended 30 June 2005, the consolidated entity recognised a reduction
in 1ts share of equity accounted profits of $4.6 million reflecting
the additional depreciation expense arising from the increase in the
carrying value of property, plant and equipment.

Note 3 — Revenue and Expenses

continued

(g) On transition to A-IFRS an election has been macde in accordance with

AASB 1 to measure the New Scuth Wales gas distribution network
property, plant and equipment at fair value and use that fair value as
the deemed cost of this property. plant and equipment As a result of
the increased carrying value of the property, plant and equiprnent, the
consolidated entity recognised an additional depreciation expense of
$31.6 miiion for the year ended 30 June 2005.

{h) This adjustrrent represents the impact on current tax expense in respact

of the A-IFRS adjustments, m accordance with AASB 112 income Taxes.

{a) Revenue from continuing and discontinued operations consisted of the following iterms:

Ravenue from sales of goods
Revenue from rendenng of services
Revenue from construction contracts
Finance income
nterest mcome

Associates

Other entities

Attrbutable to
Continuing eperations
Discontinued operations

(b) Expenses from continuing ard discontinued operations consisted of the foliowing items

Cost of sales
Adminsstrative expenses
Employee benehts expense
Asset imparrment

Qther expenses

Attrbutabie to
Centinuing operations
Discontinued operations

2006 $m |- 2005 %m

37651 = 36384

408 3 386.9
465 325
114 ' 10.6
77 9.4

42390 40778

42390 | 3,8711%

. 206.7

4.2390 4.077.8

27434 | 27212
1235 1142

4302 ! 460.1
251 . 2315
458 19

34280 . 35285

34280 | 34267

- . 101 8

34280 35285

Note 4 - Dividends

2006 Sm - 2005 5m

Recognised amounts

Intenm dividend paig 23 March 2006 (2005 - 24 March 2005)
Frankad amount (37 cents per share }(2005 - 28 cents per share)
Unfranked amount {Nil cents per share) (2005 - 3 cents per share)
Total amount (31 cents per share ){2005 - 31 cents per share)

Special dividend paid (Nl conis per share) 2006 (2005 - 24 March 2005 )
Franked amount {N? cents per share)(2005 27 cents per share)
Unfranked amount (\NW cents per share} (2005 - 3 cents per share)
Tota! ameunt (N cents per share) {2005 - 30 cents per share)

Fina' dvidend pad 23 September 2005 (2004 - 24 September 2004)
Franked amount {32 ¢ents per share) (2004 - 23 cents per share)
Unfranked amount (NI cents per share) (2004 - 8 cents per share)
lotal amount (32 cents per shaze) (2004 31 cents per share)

Unrecogmsed amounts

Proposed finat dividend 10 be pad 22 September 2006 (a)
Franked amount (36 % cents per share)
Unfrarked amount {nil)

{a) The proposed final dividend i respect of ordinary shares for the year ending 30 June 2006 has not been recognised in this fnancial report

as the dendend was rot declared on or before 30 hne 2008

The frank.ng rate applcable to al franked dwidends proposed s 30% Frarking crecits avalable for franking div.dends in the subsequent francal
year on a iax pasd basis {after a.iowng for tax payable and franiurg credas attached 10 dwvidends prooosed n respect of the current financial year ) 115

1213 1278
- 137

i 1413 1415
1 1236

- 137

1373

1461 1049

i 36.5

1461 1414

2874 4202

166 4 1461

166.4 146.1




Note 5 — Segment information

(a) Segment
revenues

Equity Accounted
Share of Net
Profits/(Losses)

External
Revenues

Inter-Segment

Total
Revenues

Other Income

Energy Networks

Gas Networks 66.1 585 08 1.3 2610 2786 - - 3279 . 3394
Electricity Networks 930 81.2 (0.1) 0.1 1161 1178 - - 2000, 1991
159, 140.7 07" 1.4 3771 3964 - - 536.9 538.5
Agility 2078 . 1463 01 18 3090, 2805 - - 516.9 t 4286
Retail Energy 33938 33227 08 20 189 338 - - 02 34135 . 3,3587
Merchant Energy 357.1 17256 . 33 {2.2) 15435 ' 3599 11.4 0z 19153 5305
Intra Segment sales . - - - - (1529.1) | (3596) - - (1,529.3) . (359.6)
3,7509  3.4953 - 4.1 (0.2) 333 341 11.4 04 37997 35296
Energy investments 849 622 - 07 - - - 894 831 1843 1460
New Zealand : '
business - 2087 - 6282 - - - - - 8349
Property - - 233 147 36 137 - - 269 ¢ 160
Telecommunications - - - 1.9 - - - - - 1.9
Segment totals 42127 40512 282 6485 7230, 7123 1008 835 50647 54955
Unallocated items ) 26.3 266 ! 09 (0.6) - - - - 27.2 26.0
. 42390 40778 29.1 6479 7230 7123 1008 835 50319 55215
Less: ehminations - - - - (7230) | (7123) - - (7230) | (7123)
4,2390 40778 29.1 647.9 - - 1008 835 43689 48092

Revenue is principally derived from:
(1) Energy Networks — distribution of gas and electricity.
Agility — prowision of infrastructure management and maintenance services.
Retail Energy — sale of natural gas and electricity.
Merchant Energy — generation and sale of electricity and wholesale sale of gas and upstream oil and gas investrnents.
Energy Investments - investments in pipeline and energy utility entities
New Zealand business (discontinued) - investrnents in New Zaaland entities involved in the gas and electricity industries.
Property - sale and rental of properties.
Telecommurnications — investrnent in entities involved in the telecommunications industry

(i) lnter-segment pricing is made on an "arms-length’ commercial basis.

{iii) Since 1 April 2005 the previous Energy Sales & Marketing and Power Generation segments have been reported under the new Segments, Retail
Energy and Merchant Energy. The 2005 comparatives have been restated to reflect this change.




notes to the financial statements. o

Note 5 — Segment information (continued)

(b) Segment results - profits/{losses) Segment Results - Depreciation and Other Non-cash
Profits/{Losses) Amortisation Expenses
Continuing Operations 008 00 006 00 006 00

Energy Networks

Gas Networks S C . 1192 1324 . 734 720 419
Electricity Networks ; 89.0 l (152.3) 17.7 242 0.1 2316
. © 2082 (19.9) ! 911 | 96.2 1.5 2335
Agility . 703 830 | 5.9 38 16.1 135
Retail Energy ‘ 2628 2212 105 133 331 353
Merchant Energy . 1472 526 ' 658 18.8 3.1 0.5
4100 2738 76.3 327 36.2 358 &
Energy Investments ' 899 940 8.0 47 258 1.6
Property C 220 26 . 19 12 0z 0.1
Telecommunications ' 01 22 - - - 0.1
Segment tctals _ _ © BOOS 4157 1812 . 1386 79.8 2846
Unallocated itemns (65.2) {27.8) 244 21.1 21.0 305
- © . 7353 . 3879 _ 2056 1597 1008 3151
Less: finance costs - (143.8) (89.2) . ‘
Profit from continuing operations before income tax © 5915 298.7 ’
Income tax expense ) v (134.5) {(54.4) !
Profit from continuing operations after income tax ~ 4570 2443
Discontinued Operations
Mew Zealand business ' - 70286 - 30.5 - -
Segment totals ' - 7026 - 305 - -
Less: finance costs - (10.3)
Profit from discontinued operations - 692.3
Income tax expense - (12.1)
Profit from discontinued cperations after income tax ) - 680.2
Profit for the period 457.0 924.5
PROFIT FOR THE PERIOD INCLUDES THE FOLLOWING SIGNIFICANT ITEMS, DETAILED IN NOTE 8, AS ALLOCATED TO RELEVANT SEGMENTS: . |
(i) Electricity Networks BN (2005 $(231.1) million)
(i) Energy nvestments -${19.8) million {2005 $Nil
(i) New Zealand business $Nil (2005 $628.2 million}
(iv) Property -$23.3 million (2005 $2.6 million)
(v} Unallocated items $(45.6) million (2005 ${5.0) millon}
(vi) Income tax benefit . $66.8 million (2005 $107.5 milicn)

Energy Investments non-cash expenses include a $25.1 million wnte down of PNG Pipeline FEED costs. Electricity Netwarks non-cash expenses
include a $231.1 million impairment loss on write down of assets in the prior year.



(c) Segment assets and liabilities

Liabilities

Equity Accounted
Investments*

Acquisition of Non-
Current Assets*

2006 $m .| 2005 $m | 2006 $m | 2005 Sm | 2006 $m.}: 2005 $m | 2006 $m |:2005 $m

Energy Networks
Gas Networks 28166 27954 6380 695.6 - - 86.4 69.2
Electricity Networks 7875 7550 13.3 124 - - 50.0 424
3,604.1 3,550.4 651.3 708.0 - - 136.4 111.6
Agility 156.4 1206 733 73.2 - - 309 18.7
Retail Energy 20848 20573 514.2 5538 9.8 09 0.2 18
Merchant Energy 3,2579 5553 644.3 3.2 1313 1065 . 2.2152 120
53427 26126  1,1585 5570 1411 107.4 22154 13.8
Energy Investments 10624 10292 1613 164.0 868.3 8645 26.4 4.4
New Zealand business - - - - - - - 14.5
Property 320 30.2 26.3 17.2 - - 351 70
Telecommunications - 0.1 - 0.1 - - - -
Segment totals 10,1976 73431 20707 1.5195 1.009 4 9719 244472 1700
Unattocated items 290.2 537.8 36528 17084 - - 40.7 320
Consolidated totals 10,4878 7.880.9 57235 3,2289 1.008.4 971.9 2.484.8 2020

* ingluded 0 Asyets fota

(d) Funds employed Energy Networks_ . ) - Merchant Energy
Gas Electricity Agility Retail Energy Energy Investments
Networks Networks

Current assets
Cash and cash equivalents
Trade and other recevables
Inventories
Other financial assets
QOther assets

Non-current assets
Trade and other recavables
Invastments accounted for using the equity
method
Exploration and evaluation assets
Oil and gas assets
Property. plant and equipment
Intangible assets
Deferred tax assets
Cther financal assets
QOther assets

Total assets

Current habilities
Trade and other payables
Pravisians
Current tax payable
Other financial habilities
Other liabihties

Non-current habilities
Provisions
Ceferred tax habilties
Other financial liabiiities
Other liabilities

Total liabilities

Funds employed

Guarantec support

2006 $m |

12006 5m

2006 Sm

2006 $m

2006 $m |

2006 5m

: - . 06 6.2 585 116
, 235 170 473 740.4 924 126
- - 3.2 14 253 14
- - - 1985
' . 0.6 06 37 48 0.2
- - - - 223 -
- - - 9.8 1313 868.3
- - - - 515 .
- - - - 4985 -
27846 4537 384 506 998.5 1336
6.9 2782 459 11805 869.3 187
0.2 380 126 88.7 1076 160
- - - - 196 4 -
1.4 - 78 3.4 30 -
2.8166 7875 156.4 20848 3,2579 1062.4
56 91 365 340.4 61.7 70
08 04 165 10.5 6.1 06
- - - - . 05
- - - - 2241 -
- 16 03 09 03 06
0.2 . 19.8 108 106 04
6314 2.2 - 1369 1725 108.7
- - - - 159.2 -
- - - 3.8 1.3 -
638.0 133 731 503.3 6358 117.8
21786 7742 833 15815 2.627.1 944.6
- - 33 W) 2338 217
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Note 5 — Segment information (continued)

(e) Geographical segmenis External Revenues Assets $m Acquisition of
& Other Income Non-Current Assets

- ., 2005
B “ Sm
Australia ' 4,200.9 38520 10,3245 7,740.0 24819 183.1
New Zealand - 8349 - - - 14.5
Other 672 388 1633 1409 30 4.4
4,268.1 4,725.7 10,4878 7.880.9 24849 202.0

Note 6 — Remuneration of auditors Consolidated

Auditors of the Parent Entity ‘
Audit and review of financial reperts 1,779 l 920
Cther requlatory audit services 90 5 269
Investigating Accountants Reports for demerger transactions 885 | -
Independent Review Reports for directors forecasts for demerger transactions 545 . -
Other audit assurance services - 86
Adoption of Australian equivatent to International Financtal Reporting Standards 466 326
3,765 1,601
Other auditors - -
Audit and review of financial reports 51 68

The Auditor of The Australian Gas Light Company is Deloitte Touche Tohmatsu.



Note 7 — Change in composition of entity

Acquisitions
On 30 November 2005, AGL acquired 100% of the share capital of Merhian Energy Austsaha Holdings ttd, an unhsted company that owned the
Southern Hydro Group which is one of the largest renewable hydro and electricity generation portfolios in Australia.

The fair value of the acquisition was $1,451.4 mellicn including costs directly attributable to the acquisition totalling $12.7 million.

From the date of acquisitton, the Southern Hydro Group has contributed $21.7 million to operating profit before finance costs and income tax It is sot
practicable to determine the profit or revenue for the Group as if the acguisition had taken place at the beginning of the year as the risk management
polictes under AGL are different to those adopted by the Southern Hydro Group pror to the acquistbon. The risk management policies include policies
on energy trading which affect the operational performance of the entity.

The provisional fair value of the assets and habilities of the Southern Hydro Group as at the date of the acguisiticn are

' PROVISIONAL FAIR CARRYING VALUE AT
*VALUE RECOGNISED CON N © ACQUISITIGN
© ACQUISITION 2006 $m 2006 Sm

Assets
Cash and cash equivalents 11.0 11.0
Trade and cther receivables 52.4 437
Inventories 0.2 Q.2
Other assets 1.4 14
Cther financial assets 41.7 417
Property, plant and equipment 701 2 716.2
ntangible assets 301 2 120.2
Deferred tax assets - 281 32.2

11372 966.6
Liabilities _
Trade and other payables 419 410
Borrowings 6.9 6.9
Other financial habilities ‘ 80.6 806
Provisions ) 119 76
Deferred tax liabilities 68.6 896

2090 2257

Fair value of identifiable net assets 9282 7409
Goodwitl on acquisition 523.2

1,451.4
Consideration
Cash pad including directly associated costs 1.451.4
Less net cash acquired 11.0
Net cash outflow ) 1,440.4

Subject to finalisation of the provisional acquisition accounting, all dentfiable intangible assets have been recogmsed separately from goodwilt, Goodwill
arises from varrous portfolio benefits that wilt anse from mtegrating the actwvities of the Southern Hydro business with that of AGL. These benefits
include risk minimisation from the replacement of contracted hedge positions with physical fast-start generation assets and other cost reduction
opportunities. The acquisition and assocated portfolio benefits will assist AGL n delivering lower average wholesale energy costs at tmes of peak
electrity demand and enhance AGL's retal market competitiveness.

Other businesses acquired during the year included Cable Layers and Yamba Cwil with total consideration paid being $ 14.8 million. This represented net
assets of $5 6 millkon and goodw.li of $9 2 million

At 30 June there exists a deficiency of current assets to current habilities which was primarily due to the acqusition of Southern Hydro being funded
fram debt facilities which were classified as a current liability. AGL refinanced these facilities in [ebruary 2006 with maturity dates extended for an
average of 3.25 years subject to AGL's demerger proposal proceeding. Because AGL's demerger prapesal did not proceed, the debt facikties wilt falt
due for repaymeant on 28 November 2006. It 15 expected that the faciities will be refinanced before the matunty date, although the manner n which
the refinancing wilt occur will depend on whether the transaction with Alinta will proceed
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Note 8 - Subsequent events

On 26 Aprit 2006 AGL and Alinta agreed to merge therr respective
infrastructure businesses in a Heads of Agreement. AGL and Alinta
subsequently signed a Relationship Deed dealing with transitional and
commercial Issues ansing from the proposed mplementation of an AGL
Scheme of Arrangement and an Alinta Scheme of Arrangement. These
Schemes involve the merger of AGL and Alinta's infrastructure and asset
manzgement businesses and the establishment of AGL Energy as a
separate listed entity These two new listed entities will be new AGL and
new Alinta.

Preparation for the necessary Sharehoiders meetings is well underway
ncluding the preparation of Scheme Booklets together with Directors’
recommendations on each proposal. It is expected that these meetings

Note 9 — Changes in accounting policy

i continued

will take place in Octcber 2006. The wnplementation of the Schemes
is dependent upon obtaining necessary Sharehoiders approval at these
meetings The effect of obtaining the AGL Shareholder approval has not
been included n these Ainancial staternents,

AGL's acquisition of 2 50% share in the Moranbah Gas Project effective
1 January 2006, was completed on 22 August 2006. AGL's share of
revenue and costs from the effective date to financial close on 22 August
2006 will be adjusted aganst the acquisition price once completion
accounts have been prepared. A deposit of $9.3 million was initially paid
and a further $83.7 miillion paid at completion Together with transaction
costs. the total acquisition value before comgpletion adjustments (s
$103.0 million.

In the current financial year the consclidated entity adopted AASB132 Financial Instruments Disclosure and Presentation and AASB 739 Financial
Instruments: Recognition and Management. This change in accounting policy bas been adopted i accordance with the transition rules i AASB 1
First-time Adoption of Australian Eguivalents to Intermational Financizl Reporting Standards, which does not require the restaterment of comparative
information for financial instruments within the scope of AASB 132 and AASB139

CONSOLIDATED

RESTATED

Fair value derivatives - assets
Pre-paymenis

Investments accounted for using the equity method
Deferred tax assets

Barrowings

Fair value derivatives - liabilities
Provision for onerous contracts
Deferred tax labilines

Unearned revenue

Hedging reserve

Retained earnings

A-IFRS -~ |" 'EFFECT OF
NOTE 30 JUNE A.DOPTION 1JULY
.| 2005 $m - Sm 2005 $m
() - 1283 1283
(B) 56.3 (411) 152
(c) 971.9 185 990 4
(a)(b) 127.C 78.1 205.1
(a) (1.643.2) 594  (1,583.8)
(a) - (401 1) (401.1}
(b (7.0 28 (43)
{a) (945.8) (4.3} (9501} |
(b) (14.0} 57 (83,
(a) - 1233 1233
(a)(b)(c) (2.650.5) 30.4 (2.620.1)

(a) uUnder previous AGAAP, the consolidated entity did not recognise derivatives as far value on the balance sheet. The adoption of AASB 139
has resuited in the consolidated entity recognising all defivative financial instruments as assets or liabllities at fair value. This change has been
accounted for by adjusting the opening balance of equity through retained earnings and hedging rescrve at 1 July 2005 by the after tax
amount of the fair value of the derivatives. The transitional provisions will not have any effect in the future reporting periods. For far value
hedges, the underlying risks baing hedges have also been recognised on the balance sheet at far vatue and adjusted against borrowings

{b) Prepaid opticn premwms, provision for onerous contracts and unearned revenue that were previously recognised under AGAAP are now
recognised at fair value under A-1FRS as either dervative assets or derivative ligbilities.

{(c) The consolidated entity has recognised its equity accounted share of adjustments made by associates arising from the recogmtion of

derwvatives at farr value.

(d) Recogrution of deferred tax assets and deferred tax liabilities ansing from the change to accounting policies in (a) and {b) above.




audit.

independent Audit Report to the Shareholders of The Australian Gas Light Company

Scope

The Concise Financial Report of The Australian Gas Light Cormpany cornprises the balance sheet, ncome statement, cash flow statement, statement of
recognised income and expanse, and accompanying notes for the consalidated entity for the year ended 30 June 2006 as set out on pages 52 to 72 The
consolidated entity comprises both The Australian Gas Light Company (the Company) and the entities it controlied at the year's end or from time to time
during the financial year.

The Directors of the Cornpany are responsible for the preparation and presentation of the Concise Financial Report in accordance with Accounting Standard
AASB 1039 "Concise Financial Reports™. This includes responsibility for the maintenance of adequate financial records and internal controls that are designed
to prevent and datect fraud and error, and for the accounting pdiicies and accounting estimates inherent in the Concise Financial Report,

Audit approach

We have conducted an independent audit of the Concise Financial Report in order to express an opimon on it to the members of the Company. Our audit
has been conducted in accordance with Australian Auditing Standards to prowide reasonabie assurance whether the Concise Financial Report is free of
material misstatement The nature of an audit 15 nfluenced by factors such as the use of professional judgement, selective testing, the inherent limitations
of internal controls, and the availability of persuasive rather than conclusive evidence. Therefore. an audit cannot guarantee that all material misstatermnents
.ave been detected.

We have also performed an independent audit of the Full Financial Report of the Company for the year ended 30 June 2006. Our audit repart on the Full
Financial Report was signed on 29 August 2006, and was not subject to any qualification. For & better understanding of our audit approach to the audit of
the Full Financiat Report, this report should be read in conunction with our audit report on the Full Financial Report.

Our procedures in respect of the audit of the Corise Financial Report included testing that the information in the Concise Financial Report is consistent with
the Full Financial Report, and examination, on a test basis, of evidence supporting the amounts, discussion and analysis, and other disclosures in the Concise
Financial Report that were not diractly derived from the Full Financial Report. These procedures have been undertaken to form an opinton whether, m all
matenal respects, the Conaise financial Report is presented fairly in accordance with Accounting Standard AASB 1039 “Concise Financial Reports”™.

The audit opinon expressed In this report has been formed on the above basis.

Auditor’s Independence Declaration
lhe Independence Declaration provided to the Directors of The Australian Gas Light Company on 23 August 2006 would be in the same terms as if it was
given on the date this report is made out.

Audit Opinion
In our epinion, the Cancise Financial Report of The Australian Gas Light Company for the year ended 30 June 2006 complies with Accounting Standard
AASB 1039 "Concise Financial Reports”.

e Pt ety e Cmcar

DELOITIE TOUCHE TOHMATSU Greg Couttas, Partner
. Chartered Accountants, Sydney, 29 August 2000
DG'OItte Liabiity brmited by a scheme approved under Professional Standards Legrsiation Member of Deioitte Touche Tohmatsy

Independence Declaration to the Directors of The Australian Gas Light Company
In accerdance with section 307C of the Corporations Act 2001, t am pleased to provide the following declaration of independence to the Dxectors of The
Australian Gas Light Company ("AGL")

As lead audit partner for the audit of the financial statements of AGL for the year ended 30 June 2006, | declare that to the best of my krowledge and
belief, there have been no contraventions of:

(i) the auditor independence requirements of the Corporations Act 2001 in relation to the audit, other than a contravention covered by ASIC Class
Order 05/910; and

(1} any applicable code of professional corduct n relation to the audi.

Ihe independence of Deloitte n respect to the audit of the financial statements of The Australian Gas Light Company for the year ended 30 June 2006 has
not been mpaired by this inadvertent contravention of the auditor independence requirements of the Corporations Act 2001.

Yours sincerely,

DELOITTE TOUCHE TOHMATSU Greg Couttas, Partner
Charterad Accountants, Syaney, 23 August 2006

-
DQIOItte cab Ly brmited by a soreme approved under Professional Stargards 1 eg sieton Member of Delotte Touche Tohratsa




five-year summary.

2006 {2005 | 2004 | 2003 | 2002
A-IFRS | A-IFRS | AGAAP | AGAAP | AGAAP

Revenue before significant items

(%) 42448 40828 41832 40516 31972
Deprematlon and ;mortisal\o; 7 B s 7
($m} 2056 1902 2442 2499 2198
EBIT before srgmﬁcant mams T T T T T
(3m) ‘ 7772 6958 7138 6886 5521
Borrowmg costs($m) ‘ 1438 995 ' 1340 1746 ‘ 1722
Tax expense bafore significant -
iterns {$em) , 2013 1700 188ih1_7116 163
‘Broft after tax and before
significant Lems {$m) 4321 4263 3917 3424 2636
Profit attributable to ' .
Sharehaiders ($m) _4570_ 90443495 36 1762

Sharehoiders’ equity attributable
10 Shareholders of the Parent
()

et bortowrgs ()’ _

47643 48520 30498 28968 21011
33211 12490 21719, 19906 24968

104878 78809 65739 63944 50166

Total assets ($m)

Furds employed ($m) 819435 62953 5331 4 5. 1866 48260
.Netasse15($m) — 47643 46520 31543 31526 23285
lOperanng cash ﬂowu($m) 4360 5574” 657 2 5422 3443

Capital expenditure ($m) o B'BEFI -1“87;" 7 2059 N %gz ﬁﬁctv'l 2%

Number of employees . 3377 3006 3239 . 3288 2639

Isstmd shares ($rn)

79828 64974 55334 49297 37647

MarLet captlahsanon ($m)

2005* | 2004
A-IFRS | AGAAP

2006
A-IFRS

2003
AGAAP

2002
AGAAP

PERFORMANCE INDICATORS

Net tangble assets attributable
to Sharehoiders/share (3}

Net assels attributable to
Sharehokders/share - $1045 1079 669

58 678 315 277 317

643 550

Earnings/share!
- exchiding sigmificant iterms
{cents}
- including significant items
~ (cents)

Q4.7 890 795 732 €64

__ 1002 1e81: 768 573 516

, 675 630, 600 550 - 520

Operatirg cash ‘ '
flow/share {cents)’ 956 1221 1401 ]23 6 92 5

Dzvrder'ds/share (cents)

Prafit before borrowing

costs and tax and sigmficant

tems/revenue

{before significant items) (%) 183 170 ' 171 170 173

Profit before borrowng costs,

tax and significant tems/simple .

average funds employed (%) 107 120 © 136 138 115

Earnings on Shareholders' equlty : '

- excluding significant items (%) 92 , 90 122 119 123
- includirg significant items (%)

97 200 | 118 133 96

Debt ; debt plus equity (%)’ 411 0 212 408 387 317
Net borrowing costs cover

(nrnes)’ 6.1 8 5 - 5.7 oar 34
Current ranoL 0.46 ) 1.59 . 0.857 ‘1A172 067 ‘

Revenue (excludfng sngmﬁcant
itemns)/average employees

($OOO) -1,337 31,3075 1.2818 1.367.2 1.091.8J_
EBIT exc!udmg sigrificant nems/ .
average employees ($000) 2438 2228 2187 2324 1883
R + . s
Weighted Average Number
of Ordinary Shares 456.1 4565 4549 4385 3723
1 Profit after tax and outside equity inter@sts. shares werghted for issues
2 Net cash provsded by operating actwv-tes, shares we:ghted for issues
3 Proht after tax and gutside equity mterests. simple average Shareholders’ equty
4 Net borrowings as e percentage of toial equity
% Net borrowing costs related to profit before borrowing costs, tax and sgrfcant tems
6 Liguihty was supported by $266 2 million of unused cred:t facaiies ai 30 June 2005

(rafer Note 47(b) to the Fuk Fnangal Report)
7 nterest beanng nabibbies lzss interest and cas balances
* includes dscont nued operations
1] 2004 shareholder equily adusted tor A FRS




shareholding information. .~

The following information is provided regarding the Issued Capital of AGL as at 9 August 2006:
1. The lssued Capital consisted of 455,910,464 fully-paid ordinary shares.

2 There were 109,154 holders of these ordinary shares.

3. There were 5,820 holders of less than 100 shares.

4 The distribution of holders was:

1 - 1,000 shares 55,440

1,001 - 5,000 shares 45,868
5,001 = 10,000 shares 5177
10,001 - 100,000 shares ) 2,549
100,001 shares and over 120

| 109154

5. The location of holders was:

. ' HOLDERS ~ - SHARES| - L
Austraiia ‘ 105,056 9625 447,882,178 98.24
USA and Canada 511 0.47 396,176 0.08
United Kingdom 332 0.30 367.172 0.08
New Zealand ‘ 2,892 265 6413741 1.41
Others 363 033 851,197 0.18

[ 109.154 100 455.910,464 100

6. The class of holders was:

TN T , _ NO.OF © NO.OF

Individuals 62,506 57.26 111,845,393 2453
Cempanies and other . 46,648 4274 344,065,071 75.47
[ 109,154] 100 455,910,464 | 100

7. The twenty largest holders held 46.77% of the Issued Capital:

L i : AP - 1 FULLY-PAID| % OF TOTAL
TWENTY LARGEST HOLDERS AS AT 9 AUGUST 2006 : ' . : - -« ORDINARY | - ISSUED

. . SHARES ‘SHARES

Alinta Group Holdings Pty Ltd 90,904,997 1994
Woestpac Custodian Nommees Limited 28,481,227 6.25
\National Norminees Limited 25,244698 5.54
1 P Morgan Nominees Australis Limited 19,020,292 417
ANZ Nominees Limited 14,036,435 308
Citrcorp Norminees Pty Limited 10918977 239
AMP Life Limited 3,925,215 0.86
Australian Foundation investment Company Limited 3,716,221 082
Suncorp Custodian Services Pty Limited 2,490,423 055
Cogent Nominees Pty Limited 1.864,393 041
Argo Investments Limited 1.780,979 03¢
RBC Dexia Investor Services Ausiralia Norminees Pty Limited 1,747,394 0.38
UBs Wealth Management Australia Nominees Pty Ltd 1,548,848 0.34
l.abrador Pty Lirmited 1,263,150 0.28
Quester Financial Services Lirnited 1,252,158 Q27
HSBC Custody Nommees (Australia) Limited-GSCO ECA 1,067,546 0.23
Cogent Nominees Pty Limited <SMP Accounts» 1,028,430 0.23
Perpetual Trustee Company Limited 987.904 0.22
Custodsal Services Limited 950,658 0.21
Carlton Hotel Limited 938,042 0.21
[213.168.757 46.77




shareholder information.

Share Registry
Sharehalders with enquines about any aspect of therr sharehctdings
are invited to contact AGL's Share Registry at.

Link Market Services Limited
Lavel 12, 680 George Street, Sydney NSW 2000
{Postat Address: Locked Bag A14, Sydney South NSW 1235)

Telephone: 1800 724 514 (within Austraha)
+61 2 8280 7103 {International)

Facsimile: 02 €287 0303 (within Australia)
+61 2 9287 0303 (International)

Email: agl@linkmarketservices.com.au

When communicating with the Share Registry, it will assist if you can
quote your current address together with your Securityholder Reference
Number (SRN) or Holder Identification Number {HIN} as shawn on your
Issuer Sponsored/CHESS statements,

The final dividend
The finat dividend of 36.5 cents per share, 100% franked, will be paid on Friday
22 September 2006 to Shareholders registered on 8 September 2006.

Australian Stock Exchange listing

AGL's shares are listed on the ASX, with Sydney being the home exchange.
Detats of share trading activity and share prices are published in the financial
pages of most daily newspapers. AGL's ASX code is "AGL’

AGL website

The AGL website address is: www.agh.com.au. If you visit the Shareholders/
Share Registry page. located in the Investor Centre of the AGL website,
you can alsc check the share price and graphs, check your current holding
batances, download a vanety of instruction forms, subscribe to email
announcerments and elect to receve electronic dividend staterments.

Electronic payment of dividends to Shareholders’ accounts
Sharcholders may norminate a bank, bullding society or credit union account
within Australia for the payment of dividends for direct credit. Payments
are electronically credited on the dividend payment date and confirmed
by a mailed payment advice. Sharchelders wishing to take advantage of
payment by direct credit should contact the Share Registry An appropriate
form can be downloaded from the Share Registry's website.

Dividend Reinvestment Plan
At the October 2003 AGM the Charman announced that the Dividend
Reinvestment Plar was tc be suspended for future dividends.

Electronic copy of the Annual Report

Shareholders who wish to receive an electronic copy of the Annual
Report are mvited to provide ther email address to the Sharc Registry.
This ¢an be done diwectly by contacting the Share Registry's website
or by writing to the Share Registry Alternatively, an appropriate form
can be downloaded from the Share Registry's website. Changes to
email addresses can similarly be made through the website or notified
to the Share Registry in writing.

Removal from the printed Annual Report mailing list
Shareholders who do not wish to receive the printed Annual Report
should visit the Share Registry's website or advise the Share Registry in
writing to remove their names from the mailing list. Those Shareholders
will continue to receive al! other Sharehc!der information

Change of address or banking details

Shareholders whao are issuer Sponsored should advise the Share Registry
immediately of a change of address or banking details for dividends
electronically credited to abank account. All such changes must be advised
n wating and cannot be accepted by telephone Appropriate forms can
also be downloaded from the Share Registry's website,

Sharefholders who are CHESS Sponsored should instruct therr sponsoring
broker in writing to notify the Share Registry of any change.

Change of name .
Sharcholders who are Issuer Sponsored should notfy the Share Registry
in writing immediately of a change of name The wntten advice must be
accompanied by supporting documentation. Approprate forms can be
downloaded from the Share Registry’s website.

Shareholders who are CHESS Sponsored should instruct their sponsering
broker in writing to notify the Share Registry of any change.

Tax File Number (TFN)

While 1t is not compulsory to provide a TFN, if Shareholders have not
provided a TFN or exemption category details, and an unfranked or partly-
franked dividend is payable, AGL will be reguired to deduct tax from
the unfranked portion of the dividend at the top marginal tax rate. TFN
notification forms can be obtained by contacting the Share Registry or by
downloading the appropnate form from the Share Registry's website

Australian Business Number {ABN)

As from July 2000 Australian companies have the option to quote therr
ABN in lieu of their TFN to avoid withholding tax being deducted from
divsdends which are unfranked,

Consolidation of shareholdings
Shareholders who wish to consclidate their multiple shareholdings into
one halding should advise the Share Registry or thair sponsoring broker,
whichever is applicable, i writing.

Full Financial Report
Shareholders seeking & copy of the Full Financial Report should contact the
Share Registry. The Full Financial Report is &lso available on the AGL website.

Registered office
AGL, 72 Christie Street, St Leonard NSW 2065, Australia
Telephone 02 9921 2999 (within Australia)

+61 2 9921 2999 (international)

Company Secretary
Jane McAloon FCIS, LLB, BEc{Hens)




